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PORT OF NEW YORK, SUBSIDIZED LINES, SUBSIDY 
CONTRACTS, AND PORT SECURITY 


THURSDAY, MARCH 5, 1953 


Unirep Sratres Houses or REPRESENTATIVES, 
COMMITTEE ON Mercuantr MARINE AND FISHERIES, 


Washington, Baty. 


The committee met, pursuant to call at 10 a. m., in the committee 
room, room 219, Old House Office Building, Hon. Alvin F. Weichel 
(chairman) presiding. 

The Cuarrman. The meeting will please come to order. 

Who 1S here from the Maritime Board and the Maritime Admin 

tration? Mr. Clark? Will you step forward, Mr. Clark ¢ 


STATEMENT OF EARL W. CLARK, DEPUTY MARITIME 
ADMINISTRATOR, MARITIME ADMINISTRATION 


Mr. Crark. Mr. Chairman, on my right Mr. Francis Greene, the 
(seneral Counsel and Mr. Stakem, ‘Assistant to the Deputy Adminis 
trator, on my left. eis 

| wiht to express the feelings of Mr. Cratoy who w is in Florida 
when he received vour letter, and | un here to test fy ae his stead. 

Phe Carman. How long have you been with the Maritime Board 
or the Maritime Administration / 

Mr. Crark. I came with the Maritime Administration im 1950, June 
L950, 

Phe Cuatrrman. Do you have anybody here who has been there 
longer than you have ¢ 

Mr. Crark. Yes, Mr. Stakem has been here since 

Mr. STaKeM. 1943. 

The CuatrrMan. Was he the one in charge of the subsidy ¢ 

Mr. Crark. The subsidy oflice reports to me through Mr. Stakem. 

The CuatrmMan. Is hethe one in charge of it ? 

Mr. Ciark. No, sir, and in response to your request of a moment 
ago, I have sent for Mr. Wilson who is the Chief of the Division, 
Chef of the Office, and Mr. Hipkins, who is his deputy. They will 
be here shortly. 

The CuHarrman. I mean you have nearly all of those people that 
have been there since 1943, all during these expenditures that we have 
gone through on this committee on occasion. You have all those 
people still there ¢ 

Mr. Ciark. Only two. Mr. Stakem and Mr. Hipkins. 

The CuatrmMan. At sometime for the use of the committee, I would 
like to have the list of the names of those who are there and how long 
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2 PORT OF NEW YORK 
they have been there and those who have been com ected with all the 
past operations down there that they have gone through with refer- 
ence to expenaitures. 

Mr. Crark. Yes, sil 

The Cuairman. Through 1943, and what are the positions of those 
who have been promoted upstairs and that sort of thing? Llow long 
has Mr. Greene been dow! there é 

Mr. GREENE. Since the mer of 195 

Mr. Ciark. The summer of 1950. 

The CHaIrRMAN Kirst of ll. vo ive the Maritime \dministra- 

' hree ‘gislative group, Mari- 

time B rad lo vou cal vat the Board Is t it 1 place of the 


Mr. Crark. That the Federal Maritime Board under the reor 


pra 01 plan. 

| el ll IRM \ | l e¢ { ) 

Mr. Crarkx. Three mi 

‘| CHAIRMA \\ 

Mr. Crark. Mr. Gatov. A. W. Gatov. s the Chairman and, 
by virtue of being Chairman, is ex oflicio the Administrator of the 
M \dministratio1 nd Mr. Robert Williaa 

Phat press V co tute the bx i, Ded e Admiral Cochrane, 

O18 the third member, resigned a I Ol] : ro, and the third 
B qd l el hip i 

Phe CHamman. The B { 

Mr. ( LARK Ye ed 

Phe CuHammMan. W : be] unde 

; \\ cad to h legis- 
() 

I { ] I ’ 

Lh MAN. |] the ( the Be lis the Adminis- 

' ( RK i 

| M Ile « 

\] I 1 | 

| (HAIRM Ct t ( « ( I) ; ell direction, 

I rity | ) andle the opera 

\I C LARK \s Maa I Ad stratol er Tlie reorganization 
plan, the Se y of Col 

| CHAIRMAN, |] Ad tra 

Mr. ¢ RK. The Ad st )) 

The CHAIRMAN. Tov loes the Board report! 

Mr. Cuark, The Board, sir, ppointed by the President with the 
ipproy of the Senate and reports to t Pres nt as an independent 


Reorganization Plan 21, the Board is subject 
to the policy guidance of the Secretary of Commerce. 

Phe Carman. In other words, the Secretary of Commerce now 
runs the show. It is not ndependent agency, is that it? 

Mr. Ciark. No, that would not be true, sir. The policy guidance 
is an overall advisory type of relationship and a guidance relation- 
ship, and the Board is independent with regard to its actions upon 
any dividual contract, any individual subsidy contract, and then 
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it has certain other relationships which do not flow upward to the 
Secretary of Commerce, such as rate and regulatory matters. 

The Cuatrman. How does the Secretary of Commerce do the guid- 
ing if he doesn’t know anything about the maritime business? 

Mr. Cuarx. I would not believe, Mr. Chairman, that the Secretary 
of Commerce does not know anything about the maritime business. 

The CratrmMan. I mean, I thought under this reorganization, this 
1S supposed to be the Board that runs the maritime affairs of the 
Nation. 

Mr. Cuark. That is correct, sir. 

The CHAIRM ‘N. You tell us that the secretary of Commerce wuides 
them, and he doesn’t know anything about it. I am just trying to find 
out how this thing works, for the benefit of the committee. 

Mr. Cuarxk. I think if you desire, we could detail that, and the 
General Counsel could amplify. 

The CHAIRMAN. ] mean, as to the muding business he cle es the 


l 


guiding for this Board or the Administrator. Which or both ? 


Mr. Cuark. With re pect to the Administrator, r, he is the 1m- 
mediate s pervisor of the Administrator. The Administrator reports 
to him with respect to all funetions of the Administrator. 

The CHairman. That is the administrative part. 

Mr. Ciark. The administrative, but he is the same man. and he has 
tive other ilf 1 y Chan ll i ( B wa ler Rec ] ition 
Pla , 

Phe CHarrmMan. He has two capacities. 

Mr. CLrark. He has two capacities: yes, 

Phe CuarrmMan. Does the Board have anything to sav about policy 

f the Seeretary of Commerce does the ou) ding? Who makes the 
policy, the Secretary of Commerce, or is it the Board ? 
Mr. ChLark. The Si retary of Commerce gives pol culdance in 
certain areas such as, let us say, the method of deter go essen 
tiality of trade routes, certall poli i with 1 OG rd to the pplication 
of bsidy contracts—I offer these two examples as ples to 
contradistinguish this kind of guidance from the other for which the 
Secretary of Commerce has no re pons bil ty. 

Phe Cn IRMAN. H w far coe the eu Ce ¢ ¢ Ly el] \< hat 
to do with reference to subsidies, and with refer e te 

Mr. CLARK. He does not tell us what to do with r y ral t ny | 
vidual contract. subsidy contract. but the methods of making the 
contracts, the pol e with rega |.10 | ment of ve el vhat 
types oT ve ssels, et cetera. The Secretary of Commerce could get 

to t] if 


The CratrMan. In view of all this in the newspapers for the last 
vear with reference to these contracts, I think the people at large, 
al d the committee and everyone else wonders who runs it. the Mart- 
time Board or the secretary of Commerce, and pr ibly nob dy 
knows up to this time. 

Mr. Ciark. I think so, sir, and if you desire, Mr. Greene would be 
elad to amplify further. I think it could be helpful to you. 

The Cnatrman. When does Mr. Gatov know that he is acting as 
the Administrator, and when does he know that he is acting as part 
of the Board? How does he distinguish that ? 

Mr. Criark. In accordance with the provisions of Reorganization 
Plan 24, those are spelled out in detail, and the Maritime Board and 
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Administration have amplified that plan as constituted by law into 
regulations to all of th ta, and the staff is very familiar with 
respect to when he is acting in his Board capacity and when he is 
acting in his administrative capacity. 

The Cuarrman. Are there two separate staffs down there then ? 


Mr, Ciark. No, sir, because the general plan 21, Mr. Chairman, 


provides, among other things, that there shall be insofar as practicable, 
int use of staff. That saves us money. 
‘J he CHarrRMAN. That is all one a d the same thing then 
Mr. Crark. That is right 


The Cuamman. The staff and the Board and Administrator and 


tlie—— 


Mr. Crark. That is correct, sit 

The CuairmMan. Now, there is another agency down there. What 
do you ¢ ill it, the Natio il Ship ho 

Mr. Ciuark. National Ship oy Authority) 

The Cnairman. Yes. What do they do? 

Mr. Ciark. Well, if the chairman will permit me, I will give just 
a little detail here. You 1] recall that during ~ last war ile 
was the Maritime Commission a | there was als » Wa ‘ Shipping 
Adn stration. The War Shipping Administrat oe as its fune 
on the operation of ships for Government account during the war, 
he *ALISE nt mes of Vi r. the (,overnment, : vou well snow, takes ove1 

e ships and 

\ ‘ a ; 

. par 
The CuatrMan. Woul _— ee 7 


Mr. Crark. No, no, sir: they were separat bodies and they were 
dent of each other dium ho the last war. 

Now, when the Korean situation flamed up, in when we had to 
vet nto th A Dueinen of pply ng sh Pp from the reserve fleet to carry 
the boys to Korea and the supplies and the armaments, we were back 
into this business ‘of operating Government ships. 

So far as ciiaisaaralal cargo is concerned, we stayed out of that to the 
extent that private indust ry col ild handle the job, but it became neces 
sary to have an agency now that could operate ships. 


1 


We did not want to do what we did in the last war because the 
Korean war was not broad enough at that time. 

The ¢ HAIEMAN, Let me interrupt you at that point. You were 
secretary of th Com mission or Board at that time when this all arose. 

Mr. ‘LARK. I wasthe Acting Deputy Administrator, Mr. Chairman, 
ame he iat Board that F eitiatad from May 24, 1950, to August 
2 of that year. 

The CHamman. Well, now, just for the moment, with reference to 
this need you are talking about, this Shipping Administration, similar 
to the War Shipping Administration and the Maritime Commission, 
which were both bodies handled by Admiral aye = was Chairman 
of both—you never came before this committee for the legisla- 


tive power on that at all. Why did you circumvent Chie committe for 


hat? 

Mr. CLARK. We did not cir umvent this committee. 

The Crarrman. Did you come before this committe for legislation 
or did you go before the Appropriations Committee ? 


' 
} 
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Mr. Ciarx. Mr. Chairman, the creation of the National Shipping 
Authority was made an integral part of the Maritime Administration 
rather than a separate body, and it was done by Executive order. 

The CHarrman. By Executive order? 

Mr. CuarK. Yes, sir. 

The Cuamman. No legislative hearings or anything. Let me ask 


you, who was the head of that? 


Mr. Crark. The head of the National Shipping Authority is Mr. 
Charles McGuire. 

The Cuarrman. Under whom does he operate ¢ 

Mr. Crark. He reports to the Maritime Administrator. 

The CHatrman. Who appointed him? 

Mr. Cuarkx. The Maritime Administrator, Admiral Cochrane at 
that time. 

The Cratrman. So at the present time the Administrator down 
there is acting in three capacities, really, in running this Shipping 
Administration. He is the Maritime Administrator and he is the 
Chairman of the Board, is that maht ? 

Mr. Ciark. No, I believe it is not right. He acts in two capacities 
because in ae to his relations to the National Shipping Authority, 
he is acting as Administrator because we must keep in mind that the 
National Shinning Authority is just one office of the Maritime 
Administration. 

The CHAtrMan, But I say he is running all three. 

Mr. Crark. He is running everything that has to do with Maritime. 

The CHarrMan. That is what I am getting at. One minute he sits 
down and says, “I am the Maritime Administrator”; the next time 
he says, “I am National Shipping’ >; and the next minute he is the 

Chairman of the Board. That is what I mean. He runs everything 
ae different titles. 

Mr. Ciark. Mr. Chairman, in my reply to you, I wanted to be help- 
ful and I do not want to get into semantics, but as a matter of fact, he 
is acting in only two capacities, because as Administrator he is running 
the National Shipping Authority, just the same as he is running the 
iwecount of the Government in Maritime, and just as if, as Administra- 
tor, he is running the subsidy program in Maritime, and as I say, that 
is an integral part of the A: iministration. Therefore, he can only act 
in two capacities, 

The Cuarrman. With all these names, he is still the same person 
running all of 

Mr. Crark. That is right. 

The Carman. With reference to the operation of ships, are you 
operating now ? 

Mr. Crark. We have now, I think, operating for Government ac 
count, approximately—I am going to give this approximately because 
I am speaking from memory—around 100, slightly over 100; just a 
few. 

The Carman. About 100 ships? 

Mr. Ciark. And I think our peak employment in NSA of ships 
for Government account was between 500 and 600, but that was at the 
time- 

The CHamman. Are those out by charter? 

Mr. Criark. Pardon me? 
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The CuHatrman. How are you operating them ‘ 

Mr. Ciark. They are by general agency. 

The Cuarrman. Explain what the general agency is. You give 
them over to a company to operate and pay them for operation and 
their expenses / 

Mr. Crark. They appointed general agents to run the ships and 
those general agents are the private operators selected by the Maritime 
Administration as competent financially and ability wise to operate 
ships for the Government. They get a certain fee for operating as 
veneral agents, but the profits 

The CuarrMan. How much fee do they get ¢ 

Mr. Crark. For the most part, I think it is $75 a day. 

The CHatrMAN. Plus what? 

Mr. Ciark. Cost of operation, ves. 

The CHAIRM AN. How much does that run a day / You mean they 
do this for nothing, just for $75? 

Mr. CuarKk. That is their fee, sir. 

The CuarrMan. You mean all they get is $75% T 

Mr. Cuark. I think it is pretty wood, sir. 

The CuarrMan. I will remember that. 

Mr. Cuark. I think it is. May I proceed, Mr. Congressman, to in- 
dicate that the net profit from this operation Is payable 

Phe CuarMan. There is some more to the story ‘ 

Mr. Cuark. Not unless you want it, s 

The CHarrMan. I mean, I wa terested about this $75 a day, 
plus the net profit. How does the net profit work out ? 

Mr. CLARK. What lam s ving is that— 


iat is wonderful. 


Phe Cuamman. Tell us aboul this profit | hess now. 

Mr. Ciark. Well, we operate ships under general agency. We 
ha 1 rg for wl ‘h pate vr Vd to Man time, and the cost of the 
running of the ship is taken away from the pre fits earned by the 
ship to arrive at a net-pr fit situati which then is p id into the 
Government accounts. 

Phe Cuatrman. How many companies have you given ships to like 


that, how many shipping lines, just rou 
Mr. Ciuark. There are 41 general a 

Mr. Bonner. Mr. Chairman, may I interrupt? This $75 a day, is 
that per vessel or per agent 

Mr. Cuark. Per vessel. 

Mr. Bonner. I think that ought to be clear. 

The Cuarrman. He is going to tell the committee more about that. 

Mr. Bonner. I wanted to clear it at this point. 

Mr. Crark. Thank you. I did not make that clear at this point. 

Mr. Bonner. Is any part o1 the profit of the operation divided 
among the Gove rhnment and the opt rator / 

Mr. Cuark. No. 

The Cuatrman. Are those ships operated with reference to com- 
petition with these ship compal ies’ own lines for the Government or 
are they hauling ECA and Mutual Aid and that? 

Mr. Cuarkx. Mr. Chairman, you are quite right, the bulk of the 
cargo here was at the peak of the NSA hauling grain to India and 
hauling coal, ECA coal, to Europe and hauling necessary equipment 
to Korea. 


TD 
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The Cuairman. That the private lines could not carry, is that it? 

Mr. Cuark. That is correct. 

The CHAIRMAN. They were not able to do the business ¢ 

Mr. Ciark. That is correct. 

The CuatrrmMan. You did not charter any ships to do that with, so 
you set up this agency ¢ 

Mr. Cuark. We tried to be careful on that. 

The Cuarrman. About what / 

Mr. Ciark. Not running ships in excess of what was needed 
order that there be no conflict with private steamship companies. 

The Cuatrrman. Then the profit that they were getting was from 
running them for the Government. Then there was a profit? How 
do you do that? You are running them for the Government. On 
one hand, the Government owns the ship and the Government is haul 
ing Government property, and they get $75 a day, and then you divide 
the profit. Just what kind of a business is that 4 

Mr. Crark. Mr. Chairman, the word “profit” is used in the wrong 
context. 

The CuarrmMan. You have a special definition of “profit” in Mart- 
time ? 

Mr. Crark. I think we ought to make clear— 

‘I he Cu AIRMAN. You have a special definit Oh ln Mat it me, diff rent 
from other businesses ? 

Mi. CLarK. No, sir. 

The CHarrMan,. All right. 

Mir. Crark. No, I do not. 

The CHarMan. All right. Now, with reference to the so-called 
profit, or whatever term you used, profit or expenses—is that correct ? 

Mr. CiarK, Yes 

The CuamrMan. With reference to the payment of Government 
moneys, who pays for the operation of these ships? Who pays for 
hauling the cargo? Who pays for it, the State ae 

Mr. Cuark. It is paid—the ECA coal was paid for by the ECA ad 
vancing prepaid freight to the Maritime Administration. 

Th e CHAIRMAN, | mean, this agency ot yours, whie h one cdi | t 
pay of —_ three functions ¢ 

Mr. Criark. It was paid to the Maritime Administration but was 
handied by the NSA. 

The CCHAIRMAN. With reference to the expense of operation, do 
they have to pay any moneys to agencies or anybody outside of the 
crew or outside of the agency ? 

Mr. Ciark. Not to my knowledge. 

The CHamMan. With reference to investigations going on in New 
York, it has been stated that moneys were paid to load or unload 
a Do you know anything about that ? 

Mr. Ciark. May I ask the chairman? Do you refer to the general 
agency can or to shipping generally there in your question ? 

The Cyaan. Well, I mean, if you know anything about any of 
them. I first asked you about gener: al agency. What information do 
you have about your general agents paying out money ? 

Mr. Cuark. Mr. C hairm: an, I will be glad to give the chairman my 
information on that. 

The CuarrMan. I am sure you have all of it. 
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Mr. CuarK. I think I have—I have a considerable story on it, sir. 

The Cuarrman. I want to know about the money. Are they paying 
it ? 

Mr. Ciark. We have no knowledge of any payments with respect 
to ships operating under general agency contract. We have a con- 
siderable—— 

The CuHatrMan. Just a minute there. That is no information. 

Mr. Auten of California. May we have the rest of the answer in 
there? I think he was going to say something about—— 

Mr. Crark. Yes; I will be glad to. 

The CuarrMan. I am going to let him have that. I was going to 
ask this—you can finish that—has it not been common knowledge that 
that sort of thing has been going on for years, or did it not ever come 
to the attention of the Maritime Board or Maritime Administrator 
whose chief business is to protect the American merchant marine ? 

Mr. Ciark. Oh, Mr. Chairman, in our auditing processes, we have 
attempted at all times to make disallowances of the subsidized lines 
wherever—— 

The CHatrMan. I am talking about these that you are operatin; 
now. What about the audit on these general agents, and what thins 
have you done, or how have you watched that this money has not 
gone to these same groups? 

Mr. CLiark. We — asked our chief of the NSA Office to prepare 
a report on that which I have here before me, and my analysis of 
this re — jx——— 

The Cuarrman, Let me ask you for information: Is this the first 
time you are checking on it, after it came out in the public press? 

Mr. CrarK. We check all the time on these costs, Mr. Chairman. 
We have disallowed hundreds of thousands of dollars. 

The CuHatrMan. With reference to unauthorized payments like they 
mention in the newspapers ¢ 

Mr. C1 ARK. We have had very few disallowances, if vou are talking 
about what is generally termed goodwill payments. 

The CHatrMan. Goodwill payments. 

Mr. CiarK. Yes; I am using the vernacular here merely from what 
I have seen in some of the newspapers. We have had very little infor- 
mation with respect to that until the investigation in New York. 

The CHatrMan. I mean, in your agency, who was charged with all 
this responsibility with reference to the American merchant marine ? 
Until this came out in New York, you people did not know anything 
about it or check it or do anything. 

Mr. Cuark. We check const: antly, sir, but what I am saying to you 
is that in the regular, normal audit processes—and I want to make 
this statement, and I believe it—in those processes of audits, there is 
no difference in respect to this item than there is in a private public 
accounting firm. 

The CuatrMan. Knowing that this has been going on as a matter 
of practice, why don’t you do more than a normal audit and why have 
you aa for years? 

Mr. Ciark. That is what I want to explain to you, sir, and I would 
like, it you would permit me, to proceed to develop that for you. 

The CuHammMan. You may answer the question if that will be 


helpful. 
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Mr. Ciark. I will be glad to answer the one before. Would you 
restate it? 

The CHatrMAN, Read it. 

(The question was read by the reporter. ) 

Mr. Ciark. I would like to amend my answer on that to state that 
wherever in the audit process this thing appears as an entry that 1s, 
ah open entry then it is looked at in the same | ol tas any other dis 
allowable item. but— 

Phe Cramman. But, as an entry, do they just put down goodwill 
yayriel ts so vou can look at it and see it ¢ 

Mr. Crark. Yes. 

ss he CHAIRMAN, All of the colipaniles ado that / 

Mr. Ciark. Yes, but, Mr. Chairman—not all of them: no, no, no, 
no. Phere are very few of these items that have been discovered, but 
what I wanted to say to you is this—I think I can put it in the form 
of a question—if it a bonus and it is reported on the audits as a 
bonus, and if that bonus money is transferred at a later date to 
something that — 

Phe CHarrMAN. You don’t look any further / 

Mr. Crark. You cannot. How can you? 

Phe CuairMan. Do not ask me. That is youl business 

Mr. Crark. Well, I have a report 

The CHaAIRMAN. Just a minute now. With reference to that, have 
you ever heard that all lines have been subject to that for years? You 
mean Vou just heard about it since it came out in the New York 
newspapers ¢ 

Mr. Crark. No: 1 do not say that. Ido not say I have not heard it. 

The CramMan. Knowing that, you have not done very much ex 
cept where they put down goodwill payments, and you have not 
checked further to see what the so-called bonus meant. You have not 
done that. 

Now, let me ask vou this, with reference to the Operation ot Govern 
ment ships. as to your allowance of those items, if it says “goodwill” 
in great big letters, and somebody tells you about that, of course you 
don’t allow that. I would not expect you would. Then, if it is bonus 
and is transferred later, and you do not follow that, vou do not know 
anything about it. 

Now, has the State Department been paving bonuses for you 1n this 
operation / 

Mr. Crark. No, sir, and let me say, Mr. Chairman—- 

The CHarrMaAn. I mean, have they ¢ Has the State Department 
bee! putting out Government money ¢ 

Mr. CLark. No. 

The CHatrMan. These statements that have been somewhat cur 
rent about the State Department, Mutual Aid, or ECA paying money 
in New York, do you know anything about that 4 

Mr. Crark. The State Department / No, sir. 

The Cuairman. Well, any Department paying out money to move 
cargo / 

Mr. Ciark. No, sir. 

The Cuatrman. You do not know anything about it 

Mr. CLarK. No, sir. 

The CnairmMan. Never heard anything about it? 

Mr. CLark. No, sir. They pay freight. 
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The Cn AIRMAN. I am talkin abo { goodwill now, or whatever you 
( ill It. 
Mr. Crark. No, sir, no, sir. 
Mr. Bonner. May I interrupt / 
The CuarrmMan. Just 1 minute, sir. 
So, with reference to the operation of Government ships under 


oO 


general agency, you do not know anything about Government money 
voing into i proper channels connection with loading cargo, so- 
called soodwill ? 

Mr. Ciark. That is correct 

The Cuamman. Government money, State Department or Mutual 


Aid, or any other kind of payment, never heard anything about it? 

Mr. Ciark. Not so far as Government-agency-operation ships are 
concerned 

Phe CHarrMan. Is there anything else / 

Mr. Cuiark. Yes, sir. 

The CmarrMan. Are those the subsidized ones 

M CLARK. Yes 

The CHatrmMan. We will take that up later about the subsidized 
one We will ask vou about those, because that came out publicly 


/ 


In the press. 

Mr anil May I ask him about this report that he started to 
make some observations on? Does that deal with the subject under 
dist ussion / 

The CHamrMAN. Just a minute. 

Mr. Crark. Yes; it does 

The Cuatmrman. Mr. Bonner, I think you are the ranking Demo- 
crath membe1 here, 

Mr. Bonner. | would like to ret this in order. 

The CHarrman. Mr. Bonner, go ahead. 

Mr. Bonner. That report on which you were going to make some 
observations, who is it from and what does it deal with / 

Mr. Crark. The report deals—— 

Mr. Bonn} R, This Is the one. You were golng to-— 

Mr. Ciark. This is a report to me under date of March 4, 1953—— 

Mr. Bonner. Does it deal with this subject we are discussing ? 

Mr. Cxiark. Deals with stevedoring on NSA account on general 
agency ships. 

Mr. Bonner. That is what I meant. Give us the subject of that 
report. What is it / 

Mr. Cuark. This describes the method by which stevedoring is 
supphed to NSA ships. The conclusion I observe from it—and I 
must say that I only got it very recently, and I have read it hastily. 
Mr. Congressman, I would like to read just a portion, if I may. 
| Reading : | 

It will be observed from the foregoing 
and I am reading now from the conclusion— 
that as to all NSA vessel operations for military accounts, past and present, 
arrangement of and payment for stevedoring services was and is the function 
and responsibility of one of the service departments, ordinarily the Army. As 
to nonmilitary voyages made in the past by NSA vessels, only very little limited 
stevedoring activities were handled by our general agents for our account, and 
such as were performed in this manner were under the direction and control of 


our area directors and port representatives in the field There accordingly 
existed very little opportunity for illegal or improper activities or payments in 
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the field on the part of our general agents, and we have had no indication what- 
ever of any such happenings in connection with our NSA vessel operations 

Now, this is a report to me, sir, and if it is the desire of the chairman 
or the committee, | would be glad to file it. 

Mr. Bonner. Who makes this report ¢ 

Mr. Crark. It is from the Director of the National Shipping Au- 
thority, addressed to the Deputy Maritime Administrator, who is me, 
dated March 4, 1953. 

Mr. Bonner. Did you have an investigator there to look into this 
subject? Is that what that 1s ¢ 

Mr. Cuark. This is Mr. MceGuire’s department doi 
nation in this particular item. We have other investigators in other 
fields. 

Mr. Bonner. He makes this report to the Board ? 

Mr. Cuark. He makes a report to the Administrator. 

Mr. Bonner. Mr. Chairman, I think this should be put in the 
record, 


ts own e@xam- 


(lor matter referred to, see appendix RE: ) 

‘The Cnairman. | think it should be put in as a self-serving state 
ment, prepared In advance in anticipation of the committee s ques 
tioning. 

Mr. CLark. Lamsorry, sir; 1 did not hear you. I did not hear what 
you said. 

The CHarrMan. I did not ask you a question, 

Mr. Cuark. | am sorry. 

Mr. Bonner. Mr. Chairman, I do not know how it was prepared, 
but I take it for granted that you were looking into this matter. 

Mr. CLark. We were. The National Shipping Authority Director 
looked into it because we wanted to know where we stood on our 
general-agency operations and whether there was any of this creeping 
into it, and our present investigators, which we have assigned and 
which I will describe in a few moments, if you desire, are not going 
to stop merely with this report, but we are going to examine further, 
not only such incidents as may be discovered in connection with sub 
sidized operations but any items that may come to our attention with 
regard to general agency 

‘The CHarrman. If they have a sign out that it is goodwill, you 
will fight it. 

Mr. ‘Totierson. Mr. Clark, just so I understand the procedure here, 
under the general agency operations, the ceneral agent himself does 
not make any payments to anybody, do I understand that to be true / 

Mr. Ciark. He does not handle any stevedoring. 

Mr. Totierson. He does not / 

Mr. Cuark. Right. 

Mr. Toiuerson. What does he handle in the way of payments 
How are the financial arrangements handled ¢ 

Mr. Crark. May | ask Mr. Stakem to explain in part that answer? 


STATEMENT OF THOMAS E. STAKEM, ASSISTANT TO THE DEPUTY 
ADMINISTRATOR, MARITIME ADMINISTRATION 


Mr. SraxeM. The Government sets up a revolving fund, and the 
expenses 
Mr. Touuerson. Say that again. 
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Mr. Staxem. The Government sets up a joint revolving fund for 
the NSA and the agent, the NSA agent, and the expenses of the opera- 
tion of the ship assigned to that particular general agent come out of 
the fund that is set up. 

Mr. Totierson. He does not have an account of his own that he pays 


out of ¢ 

Mr. Srakem. He is responsible to the Maritime Administration for 
the expenditures in the fund that is set up for the operation of those 
ShHIps. 

Mr. Touuerson. Take the case of a general agent having some 
tevedoring work done. What does he do, submit a statement to 


NSA or to you, or to whom 4 

Mr. Srakem. He submits an invoice expense statement and those 
are audited by the Maritime Administration. 

Mr. Totuerson. Who draws the checks then ? 

Mr. Sraxem. The general agent—that is, the shipping company 
That is the general agent, draws the check Ol the revolving fund, and 
then all of the expenses with respect to a particular voyage are ac 
counted for in a voyage accounting. 

Mr. Totierson. In other words, he handles the money then ? 

Mr. Sraxem. That is right 
Mr. TOLLE! SON. By che k, and he makes an accounting to NSA and 
» you too? 

Mr. Sraxem. Well, to NSA is part of the Maritime Administration, 
so by making it to NSA, in effect it is made to the Maritime Admin- 
stration, 

Mr. Totierson. Now, then, in those accounts, do you run across 
these items, bonus paymel ts or gvoodw il] payments ¢ 

Mr. Staxem. I am not the auditor, sir, but I say that we have an 
audit process by which we check and throw out any expenditures that 
are considered as unreasonable in connection with our audit. 

Mr. Touverson. Let me ask you then, have you thrown out any 
of these bonus payments or goodwill payments? 

Mr. Staxem. We have a team of auditors working in New York 
now that are going through this whole business and they are working 
n consort with the one investigator that the Maritime Administra- 
tion has, and we are checking all of the disclosures that are made by 
the New York Crime Commission and we are cooperating with the 
Federal Bureau of Investigation in the survey that is being made 
nationally at the direction of the Attorney General, and all of the 
nformation that we obtained from all of those sources, and we have 
both our auditors and our one-man investigator on it, who will be 
thrown into the audit processes so that the Government will X-out 
those spurious payments that nobody agrees should be in there in the 
first place. 

Mr. Kreoau. Will the gentleman yield to me at that point ¢ I just 
wanted to ask one question. I noticed in your answer—I do not know 
vour name. 

Mr. Srakem. Mr. Stakem. 

Mr. Krocu. You have people working in New York, investigators ? 

Mr. Stake. Yes, sir. 

Mr. Krocgu. Do you have them in any of the other ports of the 
country—Philadelphia, Baltimore, Mobile, or Houston ? 

Mr. Stakem. We have our auditors that go in there. sir. 
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Mr. Krogu of New York. I mean, do you have any of them going 
in especially now on this particular question ¢ 

Mr. Srakem. No, but we are doing this: In New York there is a 
wealth of private testimony that has been presented over a period of 
months, to the New York Crime Commission, and we are examining 
that private testimony for leads in other ports on these same payments. 

Mr. Keogu of New York. There is a wealth of private testimony in 
an awful lot of cities in this country, but it seems that every agency 
that wants to do anything immediately goes to New York City. I am 
beginning to think that all the investigators just like the city of New 
York and like to be there. 

The CHairMan. Right up to now, your so-called auditing business 
has been a blessing, just a simple blessing to these reports, so they 
could draw the checks, but now you are going to check them to see if 
there is anything behind it. Up to now, it has been just a blessing. 

Mr. Auten of California. May I make a point of order? Prelin 
inarily, | would like to Say that I would like to see the committee so 
handled that each one who has the floor keeps it. I make the point 
of order that Mr. Tollefson has the floor. 

The CHarrMan. He has it. 

Mr. Totterson. Mr. Stakem, I neglected to ask you 

Mr. Krocu of New York. Excuse me, if you were referring to my 
questions, the chairman yielded to me and I just yielded back to him. 

Mr. ALLEN of California. That is what I wanted to make sure. 

Mr. Krogu of New York. I did. You might not have heard. 

Mr. To_iterson. What is your ¢ apac ity 

Mr. Sraxem. Assistant to Mr. Clark, the Deputy Administrator. 

Mr. ToLtuerson. Now, Si coming back to this matter of bonus 
payments, or goodwill payments, or graft, if you want to call it that, 
have you found any of those items before? I assume from what you 
say, that you have thrown some items out or disapproved some items, 
but have you disapproved some of those items that were labeled such 

Mr. Sraxkem. They will be disapproved, s 

Mr. Totiterson. Have the yv been disap ened heretofore / 

Mr. Sraxem. Let me describe this: We have not found any pay 
ments by NSA general agents thus far. Our task is not finished. The 
investigation is continuing. Now, on the subsidy side, there will 

Mr. Totterson. Let us leave the subsidy until a later time, because 
we will go into that again, but I would like a direct answer from you 
if you can give it. 

Have you disallowed any of these items up until this point? I do 
not mean to be critical about it, but I would like the record to show 
“Yes” or “No.” 

Mr. CLark. May I answer this question, Mr. Chairman, for Mr. 
Stakem? I just asked my Comptroller from New York, Mr. Barkam, 
who is here, to come to the table and give us the actual experience on 
the question you just asked. He has advised me that all bonuses on 
all general agency operations have been thrown out. 

Mr. To.tuterson. Heretofore ? 

Mr. Cuark. Yes, all of them. 

Mr. To.tierson. How about prior to the investigations up in New 


York 4 


SOSOT 
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Mr. Crark. Well, this is the auditor of all general—no, no, that 
would be prior to the investigation in New York. We have been 
diting the ceneral agency operations right along, and he advised 

e that all bonuses on general operations have been thrown out. 

Mr. Totierson. Since the inception of the program ? 

Mir. CLark. Yes,sir. 

Mr. Totierson. In other words, you have never approved any bonus 
payments or good will payments ? 

Mr. Cuark. That is what my Comptroller advises me, yes, sir. 

Mr. Totierson. Now, then, is it possible in the accounting proce- 
dure for those items to have been concealed in some other items and 
vou | ive not poss bly heen aware of it 7 

Mr. Crark. I think it might be possible. 

Mr. Toruerson. So far as you know, you have made no inquiry into 
that phase of it prior to the investigation in New York? 

Mr. Crark. Are you still talking about general agency ? 

Mr. Toiierson. Yes; we are confined to general agency operations 
how, 

Mr. Crark. Well, they operate on a fixed fee and I do not know— 
could I ask Mr. Barkam to give you the practical experience of what 

ictually happening ? 

Mr. Totuerson. Yes. 

Mr. Crank. Mr. Barkam, the question is, if I may repeat it, do you 
hquire beyond these indications ot bonuses to be sure that they are 
thrown out? Do you take any lead and follow through on it, and 


have vou done so prior to the Korean war or the investigation in New 
York f 
Mr. Totterson. Yes. I have two questions. The first one, just so 
you can understand my question without a relay, was— 
Mr. Ray. Who isthe gentleman who is testifying ? 

Mr. Torierson. Will you give your name for the benefit of the 
committee ? 


STATEMENT OF JOSEPH G. BARKAN, COMPTROLLER OF THE FED- 
ERAL MARITIME BOARD, ATLANTIC COAST DISTRICT 


Mr. Barkan. Mr. Barkan, from New York, district comptroller 
from New York. 

Mr. Totierson. Just what capacity is that? With whom are you 
connected ¢/ 

Mr. Barkan. With the Maritime Administration. 

Mr. Totierson. What are your functions up there? 

Mr. Barkan. [ am in charge of the accounting and auditing out 
of the Atlantic coast district. 

Mr. Totterson. Allright. The first question that I had endeavored 
to obtain an answer to was, throughout your operations and particu- 
larly prior to the New York investigation, have you disallowed any 
cf these bonus items. or goodwill items. which have been reported, 
possibly reported, in the accounts of the general agent ? 

Mr. Barkan. Under the general agency agreement, all so-called 
goodwill items and bonus items are clisallowed because we reim- 
burse them for actual expenses, and the only thing they get is their 
S75 fixed fee per vessel. 

Mr. Totierson. $75, plus the expenses ? 
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Mr. Barkan. That is right. That comes out of the revolving 
funds. 
Mr. TOLLEFSON. The next question is, Is it possible, or would it 
have been possible, for these bonus or goodwill or oratt items to be 
buried in some other items, and you not know anything about it 4 

Mr. Barkan. It may be possible. 

Mr. Tor LEFSON, Have you che ked those items to see / 

Mr. Barkan. Well, during our regular audit processes, we make 
our selective-test checks, in accordance with standard accounting and 
auditing processes. As such, if we find ai ything that } SUSPLCLOUs, 
we will ’o Into more detail. 

Mr. Totterson. I assume you have your position because you have 
had some experience. Did you know or were you aware of what was 
transpiring in New York¢ We use New York because that is where 
ell the publicity has generated from, but were you aware of thie 
practice of goodwill payments / 

Mr. Barkan. Well, there have been a lot of rumors since the 
Kefauver committee hearings in New York about the waterfront 
pavinents, and so forth, but— 

Mr. Totterson. They existed prior to that, the rumors have existed. 

Mr. Barkan. There have been rumors. As long as the waterfront 
has been in existence, but actually we have never found any fraudulent 
cases, 

Mr. Totuerson. You were aware of those rumors / 

Mr. Barkan. That is right. 

Mr. 'TOLLEFSON. In your checking of the accounts, Was ita part of 
your duty to check for concealed goodwill payments / 

' Mr. Barkan. We generally looked for anything that would not be 
allowable or proper for the Government account. 

Mr. Toutierson. I asked this question: Did you ever find any items 
buried that might be considered goodwill or graft payments? Did 
you ever find any of those hidden in some other items / 

Mr. Barkan. We have disallowed quite a few items. Whether the 
items we disallowed might have been to cover up so-called oratt 
payments, I do not know, but we disallowed quite a few items 

Mr. Toutierson. In other words, you never disallowed any items 
that you considered to be goodwill items if you found them buried 
in some other item ? 

Mr. Barkan. We would not know. 

Mr. Totierson. If you disallowed them, you disallowed them for 
some other reason / 

Mr. Barkan. Just out, and the Government will not pay for it, for 
the reason stated, why they reimbursed the particular company for it. 

Mr. Touierson. I am trying to pin you down on whether or not you 
disallowed any items because you felt that they were bonus payments, 
but were not labelled as such. 

Mr. Barkan. I do not know of any case of that kind. 

Mr. Totuerson. It is reasonable for me to assume, or for anybody 
else to assume that the general agents were subjected to the same prac 
tice as private operators in being required to make bonus and goodwill 
payments and the like? 

Mr. Barkan. If that has been the custom, it is reasonable to presume 
that. 
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Mr. Totuerson. Now, following this along, it is just as reasonable 
to assume then that Uncle Sam has been paying graft money through 
the general agency operations. 

Mr. Barkan. Well, may I at this time explain a little bit about 
the general agency operations whereby we—that is, the Maritime Ad 


ministratiol —would not be concerned SO much in that particular 
phase. 

Mr. Totierson. Do not misunderstand me. I am not trying to 
place you ina bad light. 1 am not trying to criticize you. Lam just 
trying to asecrtain the facts. 


Mr. Barkan. I understand that. You see, the agent is the man 
responsible for hiring the stevedore. I am trying to answer your 
question, sir, believe me, and as such, he has a contract with the steve 
dore at a fixed rate. 

In other words, if it is grain, coming right out of the tipple, right 
ito the particular vessel itself, and there is a fixed rate of $3 per 
ton—I am taking a particular figure—if it is lumber, I know, it is 
$3.50 per thousand board feet. No matter how much time he spends 
on it, that is all the agent pays him, $3.50. If the stevedore turns 
around and is paying so-called graft or bonus payments to somebody 
or other, that I do not know. That is on the stevedore’s books. 

All we know is that the agent has a contract at a fixed price with the 
stevedore, regardless of how long it takes him or how many men he 
uses, and that is what we will okay. 

Mr. Totterson. In other words, you take the account itself, and 
check it, but you do not go back behind it to make any investigation ? 

Mr. Barkan. We do not 20 behind the stevedore records because it 
is a fixed price which has been established throughout the industry. 

Mi Lor LEFSON. Just another question and I will be through. Are 
military cargoes handled the same Way ¢ Who makes the accounting 
there ? 

Mr. BarKan. Well. all costs of loading and discharging are borne 
by the Government under military cargo, but they do their owh load 
ing and discharging. 

Mr. Te LLEFSON,. You meah the military does its own loading and 
discharging ? 

Mr. Barkan. That is right. 

Mr. Totterson. But there is an accounting made to you? 

Mr. Barkan. No, sir; that will go into the voyage account, and they 
have their own particular agreements which go into the voyage agree 
ment. 

Mr. ‘ToLLEFsSON Who makes the payments 1n those cases? 

Mr. Barkan. The agent makes the payment on that. 

Mr. Touuerson. No, | mean— 

Mr. Barkan. Where the MSTS loads its own cargo, the agent does 
not make a payment at all ¢ 

Mr. Touierson. The only transaction he has then is $75 per day per 
ship. 

Mr. Barkan. He handles the vessel itself in the sense that he di 
rects the operation as to going into the particular port and the com 
ing out of the port and so forth. 

Mr. Totierson. I am asking you about the financial operations now. 
Does he handle any financial operations in connection with the load 
ing and unloading ? 
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Mr. Barkan. No, sir. 

Mr. Totierson. The military handles all that ? 

Mr. BarKan. Yes, sir. 

Mr. Tottrrson. The military makes the payments then out of its 
ownh fund ? 

Mr. Barkan. That is right. 

Mr. Tottrrson. To the general agent ? 

Mr. Barkan. Well, they have their own stevedoring personnel, you 
see, and they pay them from their particular payroll. 

Mr. To.ierson. Their stevedoring personnel, is that civilian per- 
sonnel ? 

Mr. BarKaNn. That is right. 
‘ Mr. Totierson. Is it ever military personnel ¢ 

Mr. Barkan. I do not know. I assume it is supervised by a mili 
tary man. 

Mr. Totuerson. That is all. 

The Cramman. That $75 a day, how do these people get the rest 
of it¢ They cannot run a ship for $75 a day. How do they get the 
rest’ Through expense accounts? Is that it generally ¢ 

Mr. Barkan. The only thing that comes out of the expense account 
s actual cost of operating the vessel. 

The Cuarrman. They get $75 a day plus, and where they get benefits 
s out of this plus part. 

Mr. Barkan. No, sir; the $75 a day is their fixed fee for husband 
Ing — oper ating a vessel. 

The CratrmMan. I understand that, but that does not sound like 
very nick for a lot of work. 

Mr. Boykin? 

{r. BoyKIn. I do not have any questions. I would be olad to sug- 
gest, however, that Mr. Clark put in the record anything he has pre 
pared that he thinks would he he Ip ful so we can read it, Mr. Chair 
man. Mr. Bonner has some questions. 

The CratrMan. Mr. Allen is next. 

Mr. Boykin. Go ahead. 

Mr. Bonner. It will only be a short question to clear up— 

Mr. Auuen of California. I will yield. 

Mr. Bonner. Are general agency ships supervised by MSTS, the 
ships you have out on general agents, which you brought out rece ntly 
in the discussion with Mr. Tollefson. I want to get it clear. Gen- 

; eral agency ships in my mind were those in a case where you hired a 
certain ste amship company to operate a vessel and that vessel Cc cae 
Government cargo. That is covered, is it? 

Mr. BarKAn. Yes, sir. 

Mr. Bonner. Does the MSTS military transport service supervise 
the operation of these ships in general agency 4 

Mr. Barkan. I do not think so. 

Mr. Bonner. How did you bring general agency MSTS in this dis- 
cussion ¢ 

Mr. Barkan. MSTS handles the loading of the military cargo. 

Mr. Bonner. If it isa general agency ship, then MSTS handles the 
loading of the cargo and discharge of the cargo? 

Mr. Barkan. That is right where it is their cargo, such as muni- 
tions, et cetera. 
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Mr. Bonner. If your general agency ship was handling grain or 
coal, which you spoke of, for the State Department, do they pay the 
stevedoring of loading and unloading ? 

Mr. BarKan. Yes, sir. 

Mr. Bonner. And supervising ? 

Mr. BarKAn. Yes, sir. 

Mr. Bonner. You do not have anything to do with it¢ 

Mr. BarKan. No, sir. 

Mr. O’Neiitu. Would the witness, for the benefit of the new members, 
instead of using the alphabets, spell out what these various agencies 
are? MSTS 

Phe Crarman. I think that would be helpful. You have these 
letters of the alphabet business. Nobody knows what they are except 
the people down there. 

Mr. Dorn of New York. Mr. Chairman, in that connection, for the 
be efit not only of the new, b it some of the old members, I wonder 
if Mr. Barkan would put on the record of what this Atlantic district, 
of W hich he 1S comptroller, consists ¢ 

The CratrMan. What he is supposed to do? 

Mr. Dorn of New York. No, no, what territory is encompassed in 
the Atlantie district. 

The CHAIRMAN. You might state that at this time for the benefit of 
the committee here. 

Mr. Barkan. The Atlantic Coast district consists basically—is that 

der National Shipping Author ity or the entire district ? 

The Cratrman. The whole thing, whatever you do, we would like 
to know. 

\I BARKAN Tl e Atlant ( oast district consists of Maine down 
to approximately Georgia, and across to the Mississippi. 


TI 


HAIRMAN. Could you just name the principal port 


 ( 
r. BarKAN. The principal ports are Boston and New York, Bal- 
ti nd Norfol and that is it 
Mir. Dorn of New York. Not Philadelphia ? 
Mr. Barkan. Philadelphia, sir; excuse me. 
( 


/ 


i 


HAIRMAN. Your function is supposed to be to audit the 
ts of « very kind with reference to the Government’s money or 
operation, general agency, or anything else? 

Mr. BARKAN. Yes, sir. 

The CHatrMan. Mr. Allen ? 

Mr. Atien of California. Mr. Clark, I think you said you came 
into your present position in 1950, 

Mr. Ciark. That is right, sir: yes. June. 

Mi AnLen of California. What was your occupation before that 
time ¢ 

Mr. Ciark. For approximately a year and a half prior to that, I 
was special assistant to Secretary Sawyer. 

Mr. Aucen of California. Could you tell us approximately how 
much of the top echelons of the Maritime Administration are made up 
of people who came in since Admiral Smith’s term ended ? 

Mr. Crark. Yes, sir: I will be happy to do that. 

I have a report here which breaks that down, and under plan 91, 
reorganization, that reorganization was effected shortly after May 24, 
1950. We then appointed new staff to a great many positions in the 
Maritime Administration. 
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In the course of the first 2 years of the new Administration, we 
brought into the agency approximately 69 people in the upper echelon 
of the Administration. A great many of those people were from 
industry. Some were from other Government pursuits. 

As of today, I believe there are only two major offices in the entire 
Maritime Administration that is headed up by an employee who 
headed a major office under the old Commission. If I may be per- 
mitted to make one side remark, I believe there are few, if any, old 
line agencies in Washington that have undergone any greater re 
shifting of top level or top echelon people than has the Maritime 
Administration. These peop le were fitted into the new organization 
scheme which, if you are interested in that phase of it, I shall be glad 
to describe. 

But I would first, before I do that, inquire whether I have answered 
the Congressman’s question with regard to personnel. 

Mr. Atien of California. Do you have any objection to naming 
the two that are former employees / 

Mr. Ciark. I would be happy to, and I think I could almost resolve 
it down to one. There are two, but the one fellow is not what I would 
call, at this moment, in an agency or office, so it really comes down to 
the head of the National Shipping Authority, which is Mr. McGuire. 
The other eae to whom I referred was Mr. Clyde Miller, who 
presently heads up the organization and methods office, but that is not 
a major office now. . is an adm nistrative division under the Admi 
istrator in the A¢ Iministre itor’s Office. 

When I say “major oflice” I am not referring to branch chiefs o1 


section chiefs, or even the two division chiefs, although in a oreat 
many of the divisions, these new people are now in charge 

Mr. Auten of California. The National Shipping Aut! is | 
understand it, is an administration authority, saa coins 
Administration. 

Mr. Cuark. It is, in effect, an administration, Congressman Allen, 
but it 1 — an author U0 because of the legal emphasis is 


it relates to the Executive order. 

Mr. ALLEN of ( ‘alifornia. Wh il I want to get is the correct name. 

Mr. Cuark. National Shipping Authority. 

ALLEN of California. The National Shipping Authority, as I 
understand it, is responsible for the appointment of the general agent. 

Mr. Cxuark. That is correct, sir. 

Mr. Auuen of California. Can you tell us the procedure by which 
the general agents are selected ? 

Mr. Cxiark. I am not going to be too firm on this, Mr. Congressman. 
I will be glad to supply this data, but let me indicate what I do have 
in mind. 

At the beginning of the program, I believe a committee was ap 
pointed by the National Shipping Authority to study the various 
operators in terms of their efficiency of operation, their ability to act 
as general agents, their financial experience, to be sure that no age nt 
was appointed that had not competence to handle the Government’s 
business. As a result of that, a list of potential general agents was 
developed from which cial were made. That, in general, is the 
pattern, background. 
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Mr. Atuen of California. How many potential general agents were 
put on the list, if you know, from which the 41 were selected ? 

(For matter referred to, see appendix IT.) 

Mr. Crark. I could not give you that, Congressman. I will be 
glad to enter that into the record. ‘There was quite a lengthy list, 
however, and I believe, Mr. Chairman, that I perhaps was some- 
what negligent here in not bringing the Director of the National 
Shipping Authority with me, but I did not know how far we were 
voing to get into this field. 

I can speak only generally with regard to this, Congressman 
Allen, but if the committee is interested in going into detail, I would 
like to bring Mr. McGuire over, if there is time to do so. 

Mr. Auten of California. I think, Mr. Chairman, it would be 
well to have Mr. McGuire give some explanation of his authority 
ind the scope of work at some proper time. 

Mr. Cruark. I have just been advised that he is on his way over 
now. 

Mr. Atten of California. Mr. Clark, is it true that the National 
Shipping Authority has the responsibility for placing ships where 
they can be loaded and the sailing of them. putting them to the 
point where they are discharged, but no further responsibility with 
regard to the handling of cargo in and out of the ship ¢ 

Mr. Crark. I think, generally speaking, that is correct, yes. 

Mr. ALLEN of an ws If you know, is that not also the func- 
tion of the Military Sea Transportation Service of the Navy ? 

Mr. Cruark. Lam not sure—they have their own ships they operate— 
but he is ask ng whether or not they have direction over our ships. 
[ would lke for Mr. MeGuire to explain the connection between 
our operation and theirs, if | might defer that question. 

Mr. \LuEeNn of California. One question W ith regard to these vood- 
wil] paymel [s Has there been any estimate of the percentage ot 
the total amount of payments that are involved which has gone into 
vood will pavinents ¢ 


Mr. Crark. Congressman, I have had secured for me daily re 
ports of the entire Investigation ih New York. We have had sub 
nitted to us as of this date an interim report which is not the final 
one, but | understand the fin al report is almost ready to be sent to 


s from New York. 

In the reports which we have, both in the daily reports and in the 
nterim reports, there is set forth figures in dollars as to what the 
total amount of so-called good-will payments have been to date in 
the investigation, and we have that information. 

Mr. Auten of California. How much is it? 

Mr. Cnuark. Pardon me/ 

Mr. Arsen of California. I say, how much is it ? 

Mr. CuarKk. I may ask the Congressman and the Chairman, could 
I give these figures without naming the companies at this stage? 

Phe Cuarmman. Well, in view of the fact that evidently this has 
been all public information and your agency, which is supposed to 
know all about operations, seems to be the last one to find it out and 
has to get it second-hand, I do not know why you are desiring to 
cover up anything. 


Mr. Crark. Neither do I, sir— 
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The CuatrMan. Why do you ask us that? 

Mr. Ciark. I wanted to know the desire of the committee. 

The CuHairMan. Desire of the committee? 

Mr. CuarkK. Yes, sir. 

The CuarrMan. Why do you ask it, sir? Why do you ask what 
you should tell and wh: it you should not tell ? Is there some kind of 
agreement as to what you should tell and should not tell, and only 
answer what the committee wants you to tell? 

Mr. Cuark. There is no agreement—— 

Mr. Auten of California. Mr. Chairman. 

The CHARMAN. Go ahead. 

Mr. Auten of California. I only asked the amount at this stage, 
and if you will give the amount, we can get the names later. 

Mr. CLiark. We will add this up for you very shortly. 

Mr. Atuen of California. How do you have the information in 
your report, Mr. Clark? Do you have a list of names with the indi 
vidual amounts 

Mr. Ciark. The report is a yeasts report which gives the com 
panies and also the amounts by compan 

Mr. Auzen of California. If we ean a, fer the answer to the qu 
tion while someone adds it up, ] will come back to it Slee: 

Mr. Srakem. I wonder if I might say to that 

Mr. AuuEN of California. Yes. 

Mr. STAKEM. If you are ti ulking about payme nts to stevedores, there 
is a chart that has _ n prep ared b a’ the Crime Commission that lists 


the payments made to stevedores. This is showi ng the know pay 

ents to ofh als of the International Loneshorem in’s Association n\ 
ste MBSRID, stevedoring, and do k companies, and the total is $182.214. 

That, I do not think, is the full total. This is a record given to us 
by the Crime Commission, but it does not tie in with some of the 
te timony that we have briefs on from the observer that we had u 
the hearing. 

For instance, there was test ImMony that one stevedoring company 
had paid over a period from 1947 to 1951 a total of $489,000 to various 
officials. There was other testimony that another stevedoring com- 


pany had paid in the neighborhood of $289,000, so I do not know at 
this moment the distinction between this chart th: at shows the $182,000 
against the other testimony. 

Mr. Auten of California. I think possib ly you are not answering 
the question I was trying to ask. I am inte ‘rested in finding out how 
much of good-will payments have shown up in the accounts which you 
have audited and what percentage or proportion that amount is 
of the total amount of the accounts, whether itis a large percentage or 
nfinitesimal amount or just which. 

Mr. CLrark. With respect to the subsidized lines—— 

The CHAIRMAN. The subsidized lines, we are going to take up on 
another day, if you will just talk on this sub ject. 

Mr. Sraxem. I would like to answer it this way: That what we 
did was to screen out of the ee Y of the Crime Commission the 
payments that have been made by steamship companies that were 
contractors with the Maritime Administration. That would include 
the subsidized lines, the bareboat charters, and any company that 
happened to be a national shipping authority, but we found none 
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iffectin g neral age ney oper ations In testimony thus far, so that what 
ve did first was to take the 4 or 5 shipping companies that have been 
dentified as making payments and put special auditors on the accounts 
of those companies in order to iden tify the type of account which we 
knew was posted and then to con duct a special examination of the 
iftire account over a period of 5 years. 

Now, that is what the interim report that Mr. Clark talks about 


e 


Mr. Auten of California. You do not have the figures now, as I 
vould like them, of a total amount that you found against the total 
Lmount involved ¢ 

Mr. Straxem. No: I think we ought to submit that to the committee, 
because it would be too much of a hazard here, since there are so many 
figures, Congressman. 

(lor matter referred to, see appendix ITT.) 

Mr. Arten of California. I would like to know a little bit more 
ibout the method of handling this revolving fund. The statement 
rent draws the checks. Are the checks 


is made that the ceneral Age 
erred to checks that are paid to the persons ¥ ho perform services 


for the general agents, or does the general agent pay on his own 
recount and then ask for a refund from the revolving fund ¢ 
Mr. Staxem. I think he draws a check on the revolving fund as an 
‘nt of the United States Government for an expense of operating 
] ’ 
Mr. Atten of California. Is that audited before it is paid out of 
. f d? 
Mr. Srakem. No; it is paid out by that company, as the Govern: 
’ and then the « xpe} goes into a voyage expense, which 


is subject $th our audit. 
Mr. ALLEN of California. I see 


| CHAIRMAN. You ver fe thing on your own behalf, or 
on your own investigation, reference to 3 goo will or anything 
e, 0 when it became publicly known and volunteered in New 
York ? [ p to tl if time you ¢ dently have done not Ing except to 
hat someone else has testified to? That is about the sum and 
oht 1 ) sn't 4 
M rakemM. I wouldn't put it that way, Congressman. 
Phe Coamman. Well, if I could put it more bluntly, I would. 


Mi Cyarmatz. 

Mr. Auuen of California. Mr. Chairman. 
The Cuainman. Mr. Garmatz 

Mi (TARMATZ. Passing. 

The CHarman. Mr. Shelley. 

Mr. R on. 

Mr. Ropeson. Not at this time. 

Che Cuamman. Mr. Keogh. 

Mr. Krocu. I would like to pass momentarily, Mr. Chairmat 

The Cuairman. Mr. Seely-Brown. 

Mr. Seecy-Brown. Mr. Clark, I would like to ask you, if I may, 
two questions: Can you explain why there has been such a growth in 
the use of the gener: al ageney me ‘thod ather th: an the direct chi arter 2 

Mr. Ciarx. Mr. Brown, lam happy to say the NSA record has now 
arrived by Mr. McGuire, and I would like to ask him to « xplain that. 

Mr. Srevy-Brown. Did you get the question ? 


Mw. 
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Mr. McGuire. I am sorry—I didn’t, sir. 

Mr. Srety-Brown. I wanted to find cut, if you couls l explain, why 
the re has bee) nsuch an appare nt ow ywwth inthe use of t] ie genert ala wency 
method rather than the direct charter method ' 

Mr. McGuire. For the reason—— 

Mr. Sre.ty-Brown (continuing). eee the handling of cargoes. 

Mr. McGuire. Yes; the reason for it, Mr. Congressman, is that it 
= ‘veloped in late 1950, due pri imarily to am then-deve loping 0s ition 

1 Korea, the wide for additional tonnage was mounting day by day. 

It was at that time dec ided, due to the ereat di ficulties bei ne f iced 
by operators handling bareboat chartershi ps in the Far East trades, 
with risk of serious financial fons, the companies, themselves, desired 
not to engage further in that chartering 

In the main, that was the position of the companies. They, them- 

selves, recommended that the Government institute that task as an 
emergency shipping job. which the Government alone was best fitted 
to do. 7 

Mr. SI ELY B OWN. Did they olve vou any let \ | d reasons why they 
felt that way? . ; | 

Mr. McGurre. Primarily because the terms under which they 


secured vessels from us on charter, as compared with the terms on 
which they in turn had at the time chartered those same ve ‘Is to 
another agency of the Government, the Military Sea Transportation 
Service, involved them in considerable financial risk. 

Some of the c« mp. nies at that time were « xper Cll ir quite serious 
fi ancial losses 


| Mm oht explain that by sav o that. under « rel irter, term ind 
( mnditions, the ope itors do not have any freedom from the payment 


of hire. They must pay hire to us at all times, whether the vessel is 
able or not able to op rate. | nder the ter =, how er, at V ich they 
must fix to the Military Sea Trai portation Ser e, their rate of hire 
was prescribed bv us. by the Government. They could not receive 
the time-charter hire from the Military Sea Transportation Service 
niles the vesse] were 1n fit o} if yr cond C10) ind able to handle 
argo, able to operate, able to | i and cliscl irge cargo, Therefore, 
many of the companies found themselves in the situation wherein tl 

vessel, due to a casu ilty or for some other reason, some othe operating 


res on, could not actually operate the vessel but were losing, while 

| paying daily hire to us. the per diem charter | re rate, at the 
aheat $1, OUU per di: Ly which was the pa d by the M litary Sea Trans 
ports ition Service for the oper itions. 

Mr. Srety-Brown. T] was primary the result then, you say, of 
the situation in the Far East 

Mr. McGutrr. Yes, sir; it was. 

Mr. Srevy-Brown. The shipping situation ? 

Mr. McGutre. The shipping situation in the Far East, Mr. Con 
oressman, coupled as well the mounting demands of the Economie 
Cooperation Administration, now the Mutual Security Agency, for 
tonnage due to the tremendous needs of our European allies for our 
bulk basic commodities, primarily coal and, In some measure, orain, 
and the needs of the Indian Government for treme sndous quantities of 
food orains, accelerated the demand for ship ping oto a segue waere it 
could not possib ly be met by the American merchant mari rr the 
merchant marines of our frie fe abroad. 
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Mr. Srety-Brown. May I just interrupt you, sir. 
Mr. Chairman, will it be possible at some later hearing to pursue 
at same line of questioning with the representatives of some of the 
ivate ste unship companies 4 
The CHAIRM AN. Yes; we'll give them all an opportunity. 
Mr. Sre.y-Brown. Then, I would like to ask you another question, 


If a program of trade rather than aid becomes more of a reality 
S today, do you feel the same situation will continue on? 
MoGutre. | can, of course, only speculate, sir. 
Sre_ty-Brown. Exactly. We are all speculating on that; but ; ° 
interested effect of that kind of program on our entire 
marine 


McoGutIre. 


Mr. 
Mr. 
am the 
=. 
I would think, sir, 


Mr. 


i the event of the ap yproved trade 


pl ilosophy to prevail, we would more nearly approach what we used . 
to regard as the normal state of things in shipping rather than the 

tremendous peaks and valleys that ship sb has experienced in the 

days since the close of World War IT. 

Mr. Srety-Brown. Well, do you feel that if that philosophy con 
tinues expanded or if stability in shipping comes that it would put 
yo the vg eral agency or, rather than FONE back to the charter ? 

Mr. MoGt me. I would think, sir—perhaps I should express it as 
a hop Cis our hope md nN own belief. that nless we approach 
more ( irl) LO id war thar ve are al present that we should be 
ab } e with general agency operations, which is our oreat 
di todo. We should, ] ope, bt able to d spense with charter oper 
ations, 

Mr. Serty-Brown. Mr. Chairman. may I ask one othe question / 
It directed to v Mr. Cl anal Is it my erstanding, after 
W LV had a chance to read t testimony of today’s hearing hat if 

have furthe que the Chat we l dil a I of any of the 
witness that have ippeared het ee tha W i be given an oppor- 
tunity for further questioning? 

‘J he ©: HAIRMAN., I think all of them might be available for furthet 
question no. 

Mr. Delaney 

ir. Dies. 

Mr. Dres. Well, there is one question I would like to ask to clean 
up a point In my mind, As I understand you— and I’m not very 
familiar with this subject—you operate ships through the general 
agent You have approximately a hundred ships—— ; 

Mr. McGuire. One hundred and ten 

Mr. Dies. That vou operate ¢ 

Mr. McGuire. Yes, sir. 

Mr. Drees. And you pay the eeneral agent $75 a day? 


al 


tion that 


ransportation service 
id conducting the 


Mr. 
Mi 
Mr. 


McGuire. 
Dies. That 
McGutIre. 


We them a basic husbanding fee of S75 
is all the compensation he gets? 
No, sir: he additional 

vessels of $25 a day for 
of the vessel which— 
And the $75 and 
he receives / 


That 


pas a day. 


vets an fee on Military Sea 
accounting services 
business 


Diss. he $25 constitutes the sole compensa 


Mr. MoGoutre. 


1S correct, 


sir. 
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Mr. Dies. All right. Now, I also understand, of course, the expenses 
of operating the ships is borne by the Government through this 
revolving fund ? 

Mr. McGuire. That is correct. 

Mr. Dies. And that the general agent draws upon the revolving 
fund ? 

Mr. McGuire. Yes, sir. 

Mr. Dies. And that the revolving fund is at periodic intervals 
audited, is that correct ? 

Mr. McGutre. That is correct: it is, sir. 

Mr. Dies. Now, what I don’t understand and I want this expla- 
nation: How did it happen that your agency, handling these large 
sums of money, did not cheek more carefully, through field investi- 
gators on the ground this situation that has been disclosed by the 
crime commission? What is your explanation for the failure to find 
out about a situation like that which had been going on since a long 
period of time? 

Mr. McGuire. I will make a partial answer, if I may, Mr. Dies. 

Mr. Dies. Yes, sir. 

Mr. McGuire. With respect to the Government operations—that 
s, the operations of general agency vessels—I believe that there has 
been no graft or corruption or payments, improper payments, in the 
field. 

In respect of the—— 

Mr. Dies. Well, now, right there, how do you know that? 

Mr. McGutre. I said I stated that as a belief, Mr. Congressman, 
due to the nature of our activities. 

We have, I might explain—I might explain that to this extent: 
The field to which you refer, sir, relates to waterfront activities, per- 
formed by waterfront contractors or labor. We have in the opera- 
tion of our general agency vesssels engaged basically in two types 
of operation—one that has been referred to, the Milit: ary Sea Trans- 
poration Service, which is the direct activity for the United States 
Government. In that respect, the loading of the vessels and the 
discharging of the vessels—that is the activity to which your inquiry 
pertains—was not done, was not contracted by us or by our agents. 
It was not done by us. We made no payments for that purpose. 
Those have been done by other agencies of the Government, primarily 
the Army Transportation Corps, which performs all loading of cargo 
or contracts for it, for the loading of cargo for the — of the 
Army itself or the Air Force, and, in some cases, the Navy. Wher- 
ever the cargo is loaded at a naval base or naval installation, the op- 
eration is performed either with naval civil-service personnel or is 
performed by contracts, stevedoring contracts, entered into by the 
N; avy proper. 

Mr. Dues. Now, so far as that type of work is concerned, of course, 
there wouldn’t be any temptation for graft? There wouldn’t be any 
reason for it ? 

Mr. McGuire. That, sir, I couldn’t speculate on, since we did not 
arrange it, or have anything to do with it. 

I was making the 

Mr. Dies. Yes. 

Mr. McGuire. Point—— 
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Mr. Dries. I think I understand that, but I am trying to determine 
what efforts, what vigilance, what alertness the Commission makes in 
endeavoring to follow through on the expenditure of public funds to 
ascertain whether any part of those funds are being dissipated by 
graft or other methods. 

Mr. McGuire. Well, I was answering, Mr. Congressman, only with 
respect to the general agency operations, and Mr. Clark will undoubt- 
edly wish to answer in respect to subsidy and charter activities. I will 
answer, I will continue with respect to the other phase of our opera- 
tions wherein we did contract for stevedore—that is, with respect to 
the hundreds of cargoes that we transported for the account of foreign 
governments under the ECA program. We did a very limited field 
of stevedoring activity there. We transported more than 10 million 
tons of coal, but that was the biggest phase of the operation. 

In respect of the handling of coal, the coal is loaded at regular coal 

pples, permanent facilities at published rates, applicable to all opera- 
tors and all operations. 

Mr. Dies. What is the prevailing rate / 

Mr. McGuire. The prevailing rate? 

Mr. Dies. That you paid to the stevedoring company / 

Mr. McGuire. It is a very low rate. For “example, at the port of 
Hampton Roads, my recollection is that it is about 30 or 35 cents a ton 
for the dumping of coal, as it called. 

Now, that is not paid under contract. It is done by the coal facility 
which is, in most cases, operated by a railroad company, 1 of the 3 
in the Hampton Roads area sery ing the coal facilities. 

The Cnairman. May interrupt there # 

Mr. McGuire. Yes, s 

The CHarrmMan. Do ee railroad companies pay anything on this 
padding business that comes out of ECA money ¢ 

Mr. McGuire. My recollection, Mr. Chairman, is that all of that is 
done by railroad hired labor. It is all done by their own people, their 
own tugboats actually serving the piers. 

With respect to grain, Mr. Dies, we have carried some millions of 
tons of grain. There, there are only two fields in which we, the Na- 
tional Shipping Authority or agents, rather, could have possibly par- 
ticipated in illegal or improper actions and we consider the field so 
limited and under such scrutiny that that has not hap pened ; that is, 
No. 1, in the fitting out of vessels for the handling of grain, the trim- 
ming and lining of the vessel, the constructing of chutes and bins and 
feeders, which must be done to load grain into a ship. That was con 
tracted for, according to the custom of the port, throughout the coun- 
try. We fitted in many ports of the United States. That was done by 
our agent under the direction and scrutiny of our own representatives, 
and our own district and port representatives, in all cases, had to 
approve the expenditures made for the purpose, 

Then, in the loading of the grain, the physical job of stevedoring 
and trimming the grain, handling the spouts, and loading the ship 
and trimming it, leveling it off in the holds and between decks, was 
done by stevedore contracts of our operators, if they had them, and 
if they were as low as competitive bids. Competitive bids were used 
wherever time made it possible. 

We have in the operation of these Government ships endeavored, 
by as close a scrutiny as was physically possible for us to do, at all 
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times to ascertain the prices we secured were wholly competitive and 
as low as possibly could be done. 

Mr. Dries. Well, the effect of your statement is, so far as these 110 
ships were concerned, there was ve ery little opportunity for any graft 4 

Mr. McGuire. I might say 

Mr. Dies. You felt that / 

Mr. McGuire. There was at one time 541; now there are 100. 

Mr. Dries. Yes. I mean at the present time 

Mr. McGuire. Yes. 

Mr. Dies. We will say in a recent period of time—how long has it 
been since—— 

Mr. McGuire. We started operation in March of 1951, sir. 

Mr. Dies. I see. 

Mr. McGuire. About 2 years. 

Mr. Dies. And, therefore, there not being an opportunity for graft, 
you felt there wasn’t any occasion to follow through more carefully 
and more vigilantly on the e xpenditure of funds; is that true / 

Mr. McGuire. I would have to answer that, Mr. Dies, by saying to 
the best of the ability of our field people on the spot, they did at all 
times endeavor to ascertain that there existed no possibility. So, the 
requirement for competitive bids—— 

Mr. Dies. Well, I will conclude by just this observation, and later 
on getting an answer because it furnishes an explanation to me—and 
that is it would seem to me our agency, the Maritime Commission, by 
reasonable vigilance, could have discovered this condition a long time 
ago, and taken measures to prevent it, and that there must be — 
failure somewhere in the setup, some lack of personnel or lack « 
organization to discover such conditions as those that have come . 
the public’s eye. 

Mr. McGuire. You wish to answer, Mr. Clark? 

I have attempted to answer, Mr. Dies, with respect to our Govern 
ment operations, 

Mr. Dies. Yes. 

Mr. MoGuire. And I believe them to be wholly free from that. 

Mr. Clark may wish to respond in respect to your general question, 
SIP. 

Mr. Ciark. I am going to treat that subject in the next subsidized 
line. 

Mr. Dies. I wish you would. 

The Cuarrman. I wish you would answer with reference to that, 
when you get to the subsidized lines, but would you answer with 
reference to outside the subsidized ¢ 

Mr. Dies. You see, in order to make myself clear, the thing that has 
discouraged me is the fact that the Government agencies, in general, 
seem to be the last ones to discover what goes on inside of the Govern- 
ment. It always has to be disclosed e ither by some investigating com- 
mittee of Congress or some agency established by a city or a State, 
and I’m interested to know what vigilance, what concern, for the 
public funds and the public welfare has been exercised by our agents 
in the administration of the laws of Congress. 

Mr. Crark. Well, Mr. Dies, in that connection, I am going to make 
this statement. 

Mr. Dies. Yes, sir. 











Ds PORT OF NEW YORK 


Mr. Cxiark. It is my firm belief that the Government will not lose 
one penny in connection with these goodwill payments, whatever you 
call them. 

Mr. Dies. Call it graft. That is what it is. 

Mr. Criark. All right. It will not lose one penny, insofar as we 
can possibly identify them and throw the spotlight on them, for the 
reason that our annual audits, which are now being made, will dis- 
allow every single item that is brought out in any of these hearings 
and any other item that we possibly can identify. 

Mr. Dies. But, you see, that isn’t the answer. If this had_ not 
come to light through the efforts of the crime commission, the Gov- 
ernment would have lost. 

The point I was trying to determine—— 

Mr. Crark. I see. 

Mr. Drers. Is, in the future, what will be the practice of your De- 
partment to discover these things for yourself, not to depend upon 
someone else to do so? 

Mr. Cuark. We are attempting to work out a procedure to tighten 
this. 

I have to confess to you frankly, that it is my belief and it is the 
belief of expert auditors that if you have the best auditing procedure 
in the world these things still—it is possible to hide them in the 
accounts by calling them something else. 

Now, I want to read here—— 

Mr. Dies. Well, pardon me for interrupting. 

Mr. Criark. Yes. 

Mr. Driers. But doesn’t that demonstrate the necessity of having the 
proper field investigators to go beyond what appears ? 

Mr. Ciark. Yes. 

Mr. Dres. On the face of the audit and discover what is going on in 
the field ? 

Mr. Cuark. Yes, exactly, and I want to say that the field investiga- 
tors that we have, that can be thrown into the kind of thing that’s in 
New York is only three people to check the operating efficiency of these 
lines. What we have to do behind those three people is to throw 
accountants and auditors to support them. Our staff is limited. We 
are going on July 1 of next year to increase this staff, if necessary, 
by diversion from other activities— 

Mr. Dries. Well— 

Mr. CrarKk. To tighten up on it. 

Mr. Dies. Pardon me. 

You said you had three field investigators ? 

Mr. Criark. Yes. 

Mr. Dres. And you have had them since when? How long have 
you had them? 

Mr. CrarK. We have had them, oh, I should say, a couple of years. 

Mr. Drrs. Now, did any of the field investigators discover or report 
to your Commission any of the conditions that have come to light 
by the crime commission ? 

Mr. Criark. Not yet, Mr. Dies, because we have had them in the 
main on the subsistence, checking the subsistence cost of these lines, 
and have had not enough staff to put on other kinds of investigations. 

Mr. Dies. But you do recognize the necessity—— 

Mr. Cuark. We do. 
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Mr. Dies. Of improving the situation—— 
Mr. Cuark. Yes, sir. 
Mr. Dres. So this thing 
Mr. Cuark. Yes, sir. 
Mr. Dries. Cannot happen again as it has happened? 

Mr. CuiarKk. That is right. 

Mr. Dies. That is all, Mr. Chairman. 

The Cuatrman. Mr. Clark, the shipping companies, themselves, 
leaving out the subsidy difficulties, haven’t been happy about these 
payments that they have been making for years, and do you say that 
you haven’t known about it or the Maritime Board hasn’t known about 
it? 

They have complained about it, but what have you done to help 
them in the American merchant marine? 

They have complained about it, and you say you didn’t know any- 
thing about it and your people didn’t know. They certainly haven't 
been doing this voluntarily out of their pockets. 

Mr. CuarK. Yes, Mr. Chairman, but the Maritime Administration 
is not a policing agency that can stop this practice. 

The CHatrMaNn. I didn’t say it was a polic ing agency, but it is the 
agency of this Government created by Congress to he - and keep a 
going and active United States fleet. 

Mr. Ciark. That is right. That is right. 

Mr. Dries. And, Mr. Chairman, may I ask you: Is it not a fact 
that it is the duty of this agency to see that the money is properly 
spent ¢ 

The CHarrMan. It certainly is, but for all the years I have been 
around here it seems that in everything they do they set up a defense 
immediately and then wait until somebody comes along and asks about 
it afterward, and they have done nothing in my experience to protect 
the United States Flag and American merchant marine, and this 
is just an example. 

Mr. Criark. Mr. Chairman, this leads me to the thing I have been 
trying to get to say and I wonder if you will let me proceed with it. 

The CuatrMan, If it is self-serving, go ahead. 

Mr. Cuark. Yes, sir. 

I wonder if the committee—I will assume that you do—realizes 
that this is not the subsidizable item. The stevedoring is not a sub- 
sidizable item. 

The CuatrMan. Yes; I understand that, but it seems that you have 
an idea that it is up to this committee to catch you doing something 
wrong or something that you have failed to do up to now and, just 
as you say, it is none of your business about stevedoring. Whose 
business is it outside of this Maritime Administration ? 

Mr. Crark. It is the Maritime’s business, Mr. Chairman, to see 
that no undue payments out of the Federal Treasury goes to pay this 
kind of practice. 

The Cuarrman. Oh, it’s more than that. The function is more than 
that. They are supposed to protect the industry and help to develop 
this industry and see that they are not mulcted out of money. It is 
no wonder the American merchant marine can’t operate if this thing 
has to go on by condonement of your group down there and you don’t 
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do anything to help stop it after all these years. I think that is part 
of your function, but you haven’t exercised it. 

Mr. Shelley. 

Mr. Mumma. 

Mr. Mumma. Isn’t it true that the reason stevedoring isn’t subsi- 
dized is because the other lines, the other foreign lines, have to pay the 
same rate ¢ 

Mr. Crarx. Well, that is true; but, under the Merchant Marine 
Act of 1936, there are only five subsidizable items. They were wages, 
insurance, subsistence, stores, supplies, and equipment, maintenance, 
and repair. 

Now, those are the only subsidizable items, and stevedoring is not. 

Now, this shows up in our annual audits each year because it enters 
into it as an expense. 

Mr. Mumma. Pardon me. I don’t want to go into that question and 
have you go into it in detail 

Mr. Crark. Yes. 

Mr. Mumma. But it was just sort of self-evident. 

Mr. Criark. Yes. 

Mr. Mumma. These people that get $75 a day—is there any mental 
reservation you people are making, or evasion of any kind, where 
you are hiding some other costs? You talked about a fee here. Is 
that fee only in reference to the $75? 

Mr. McGuire. I think, sir, that perhaps I should respond to that 
question. The matter of fees—the fees to which you refer, I assume, 
are the fees we pay the general agents for operating these Govern- 
ment-owned vessels with us. 

Mr. Mumma. Which we understand to be $75 per boat per day? 

Mr. McGuire. The husbanding services; yes sir. We pay them 
$75aday. That was a negotiated rate. 

Mr. Mumma. No;Iam not interested in that at the moment. I will 
assume the $75 is paid, but I believe if the right question is asked it 
will show that they get a percentage on something. 

What are the items of cost that go into the cost ? 

That always causes an argument by people wanting to put certain 
items in. For instance, in this long-range shipping bill that we 
passed—I don’t know that particular item was passed—there was 
specification in there as to what annual salary the president or general 
manager of these companies could get. Now, what is the scale you 
set up ¢ 

Mr. McGuire. Our operations 

Mr. Mumma. And do'they get a percentage on it? 

Mr. McGuire. No, sir; the only person, Mr. Congressman, that has 
entered into the general agency operations—and my comments are 
confined wholly to those where a percentage on the freight carried 
for the Mutual Security Agency or its predecessor, the Economic Co- 
operation Administration, for conducting the business of the vessels 
and the accounting activity. The operator was given one and one- 
quarter percent of the freight earnings of the vessel, in addition to 
the $75 husbanding compensation, which made his aggregate com- 
pensation, on the average, for that type of operation approximately 
$100 per vessel per day. 

Mr. Mumma. Including the $75? 

Mr. McGuire. Yes, sir. 
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Now, if you’re referring, sir, to the matter of expenses that the 
operators might be able to slide into our accounts—if that be the 
guise or the substance of the question—we reimburse the operator 
wholly for the expenditures, the proper expenditures, made in our 
behalf. Those expenditures are audited. 

He is what the term implies—a general agent for us. He conducts 
the business of the vessel. He is required by contract to conduct it in 
© certain manner, in a businesslike manner. He’s given specific in- 
structions in respect of the rates charged on the vessel. All the moneys 
collected are for our account. We stipulate those amounts that he 
must charge. We direct his activities. We direct his expenditures. 
His expenditures are audited. There’s a constant running audit of 
the general agent’s eee in our behalf. 

Mr. Mumma. Well, if that is correct, certainly the same system 
ought to be put into e iat with the Defense Department for all these 
peop le who have these cost- plus contracts. 

The one thing you mentioned was the fact that most of your cargoes 
were coal and wheat, which you can pay for by the ton. How rm you 
do the miscellaneous cargo? Do they do that for so much a ton? 

Mr. McGuire. We have handled in these vessels, sir, only full car- 
goes. We have at actual times declined to enter the fields of common 
carrier or general cargo operations because that field is adequately 
covered by private American lines, and the only need for this emer- 
gency shipping was in relation to full bulk cargoes, comprising in the 
main, apart from military cargoes, coal, grain, or sulfur phosphate, 
lumber—we carried sheer cargoes of lumber, intercoastally—and a 
few separate, special cargoes, pit props and pitch, and things of that 
sort, but all full cargo lots. 

Mr. Mumma. I noticed that in some magazine last week about a 
tramp steamer—I thought they were operated under the general 
agency agreement—that called on all these lonesome islands. Weren’t 
7 y -_ rated under an agency agreement ? 

. McGutrr. You might perhaps refer to the operations covered 
in = mandated islands of the South Pacific by another agency of the 
Government, that is, the Department of the Interior. Their activities 
were inherited from the Navy Department, and they 

Mr. Mumma. They all get the boats from the same place you people 
do, don’t they ? 

Mr. McGuire. The Navy got them during the war, sir. They're 
mainly trading vessels, small cargo vessels, that are operated now un 
der contract for the Department of the Interior. 

Mr. Mumma. Well, I can go home and sleep now that those fel 
lows, for conducting that big operation, are only getting $105 now, 
and it’s all based on the percentage of the profit they make—11! 
percent; is that right, of the hauling ? 

Mr. McGutre. It’s actually—the only part of it that is based, that 
has any relation or is variable in any amount, to any extent, is that 
one type of our operation involving the transportation of full bulk 
cargoes for the account of foreign governments, financed by ECA. 

Mr. Mumma. Well, now, here is the final question: I understand, 
too, that the amount of stevedoring you have done, which would lead 
to nothing but a percentage on the labor, is very small. In other 
words, at least 95 percent of the stevedoring charges in fee were 
handled on a cost plus, which would be labor. wol ldn’t it 7 
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Mr. McGutre. I would imagine it would be pretty close to that, 
sir. 

Mr. Mumma. And I understand from you there has been very, very 
little of tha t done ? 

Mr "McGur IRE. Stevedo1 g done by S/ 

Mr. Mumma. Anyway, where these people could get the money. In 
other words, 1f 95 perce of pee labor was done—I mean it was 
labor—the only way they co vad and put hy of these goodwill 
items would be by Pp itting what we call i r the construction business 
a couple of men on the dump—in other words people 

Mr. McGutire. That is correct. 

Mr. Mumma. Is that correct ? 

Mr. McGutre. That is correct, sir. 

Mr. Mumma. And that would run into the so security and un- 
employment, and all that, h would be rather dangerous; is that 
eons 

Mr. McGuire. That is correct, as I understand it, 

I was e! deavori1 oi fssesige dota make it clear that in respect to the 
a ment ship operations, general agency operations, only a rela- 

’ limited amount of stevedoring has been contracted and paid 
for by this agency of Government, the Maritime Administration, and 
my part of e National Shipping Authority, but that it has, in the 
main, been done by either another agency of Government—to wit, the 
Army or Navy, or by the shipper or receiver self. 

Mr. Mumma. Thank you. 

The CHarrmMan. Now, you mentioned ting it to just the Na- 
tional Shipping Authority. Do you have any other information about 
any othe! kind of opel itloOns O itside of t] subs Z people? Do 
you understand that other people pay and have paid? Could you tell 
us what you ao know in you! vast experiel ce — 

Mr. McGutre. I knov 

The CHarrMan. Outside of what you are lin x now to this Na- 
tional Shipping Authority ? 

Mr MeGomt. I know in that field, Mr. Chairman, only what I 
have read in the public pres , 

The CuarrMan. And vou just learned \ 

Mr. McGuire. Yes, si 

The CHAIRMAN. Well t is wonderf 

Mrs. Sullivan. 

Mrs. St ULLIVAN. I have no questio e, Mr. Chairman. 

The CHatrMan. Mr. Van Pelt. 

Mr. Van PET. Mr. ¢ Mr. McGuire, t a Coenen eteny 

ew field for me. I wonder if you will give mea ge definition of 
a genel il agent Ss to whe spring om and what his financial 
background is, a so Torthn. 

Mr. McGutre. Yes. sil Tr} so-( led general agency system, Mr. 
Van Px d its origin during World Wa iv IT whe s Government 
was operating the ¢ é el int il It ut lized, as the only 
means of doing that } rheche w he services of all experienced 
(meri shipping « ind Tact, ted some new ones 
for the purpose 

The system today is ys ir to at, the one employed today, 
based primarily on « oncept it our operations in the merchant 
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shipping field should at all times and under all possible circumstances 
be conducted through private sources. 

We have employed a total of 41 private American shippin; 


y 


firms, 
all of whom have been required, are required, to be the owner of at 
least one or more American registered vessel -the owner and opera- 
tor—to have an organization able to handle our ships. and we have 
surveyed each agent for that purpose—to have the organization 
capable of doing the job for us. 

= 

Mr. Van Pett. May I interrupt ¢ 

Mr. McGutre. Yes. 

Mr. Van Pett. Then, the 41 general agent operators that have been 
referred to here this morning are directly concerned, or are shipping 
companies ¢ 

Mr. McGutre. They are in each case private American shipping 
companies, owning or operating Pp vate American ships, sir. 

Mr. VAN Petr. That is all, Mr. Chairman. 

The CHatrMan. Do you know anything about the State Department 
ECA, Mutual Aid, or anything else, that’s been shipping abroad 
through the shipping agency that you have, that has paid money out in 
New York or elsewhere in the ports on this padding and voodwill ? 
Do you know about that? 

Mr. McGurrr. Do you mean, Mr. Chairman, any agency of the 
Government directly contracting for services that might involve that 
sort of payment ? 

The Cuamrman. Yes. What do you know about any of that? 

That has been rumored, public rumor and public statement. 

Mr. McGuire. Each of—— 

The CuarrmMan. What do you know about that—that is, in con- 
nection with the operation of your ships? 

Mr. McGutre. Each of those agencies, Mr. Chairman, to the best of 
my knowledge, does not perform directly any such services, in the 
case of ECA and MSA. 

The CuatrmMan. Well, do you know whether they paid out any 
money ¢ 

Mr. McGutre. I have no knowledge. 

The CuatrmMan. Did you ever hear that they did? 

Mr. McGuire. No, sir! I did not. 

The CuatrmMan. Did you ever read that they did? 

Mr. McGuire. The agencies of the Government? No, sir; I have 
not. 

The CuatrmMan. None of these agencies that you have been hauling 
for have to pay ? 

Mr. McGuire. Not to my knowledge. 

The CuatrmMan. You never heard about it? 

Mr. McGuire. I never heard of any agency of the Government you 
mentioned making any such payments. 

The Cratrman. Well, any of those I have not mentioned? Have 
you heard about any I have not mentioned ? 

Mr. McGuire. I have not heard about any agencies making pay- 
ments, improper payments, illegal payments, wrong commissions. 

The Cratmman. Not even the Maritime Commission ? 

Mr. McGourrer. Not even the Maritime Commission, sir. 
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The CyHamman. Well. evervbody else seems to know about that. 
Mr. Thompso1 


Mr. Tuospson of Louisiana. Yes, sir; I have a short question for 
either Mr. Clark or Mr. McGuire. 
Have your auditors ever evaluated the pe reentage of amounts 


disallowed through audits of these reimbursements 4 

Mr. Cuark. Yes. 

Mr. Tuomrson of Louisiana. And have those percentages changed 
since ys beginning of what is called the New York investigation? 

Mr. Cuark. No, sir 

Mr. ences of Louisiana. You have noted no difference in 
the amounts asked for ? 

Mr. Ciark. Not as yet. Of course, tl 

Mr. Tromrso ww of Louisiana. That is al 

The Cuatrman. Mr. Norblad. 

Mr. Osmers. 

Mr. Osmers. Mr. Chairman, I have one or two questions. 

[ ama new member of this committee and the subject matter is 
largely new to me although the port of New York is very well known 
to me. 

I don’t know whether Mr. Clark or Mr. Boykin would be the one 
to answer the things that are on my mind. I have been amazed and 
shocked by the disclosures of the New York Crime Commission 
and the New Jersey on Enforcement Council. I think everyone 
has been. Those of us that are from that part of the country are 
very much inaaaaaie about the future of the port of New York 
as the major port of the United States and I would like to ask Mr. 
Clark, or anyone of his group who would care to answer, whether 
it costs a shipper more to use the port of New York than the other 
major ports of the Unite d States. 

Mr. Ciark. That’s a very difficult question. 

| would like Mr. Mi (Gul re to indic: ate 

Mr. Osmers. Well, the question is asked because either the crime 
that has been going on along the waterfront in New York is local 
and of a police character, or it is of a nature which threatens the 
greatest port in the world. This is your line of business, and I would 
like to know your answer. 

Mr. McGuire. Mr. Clark indicates that he would desire me to 
answer. Unfortunately, sir, the answer, I am afraid, is a bit in the 
field of speculation because so many elements are involved. I 
would —— 

Mr. Osmers. I think that is true, Mr. McGuire, and it possibly would 
be better for me, of course, to make allowance for any difference in 
the wage scale that might exist between New York and New Orleans, 
and of course that would have to be taken into account. 

Mr. McGutre. If I may answer your question, I will attempt to 
answer it, sir, perhaps a little ob liquely, in that I believe—and this 
perh: ips re nant ‘ts the fee ‘ling in other qui arters—I belie ve the port of 
New York is going backward a bit in the servicing of our foreign 
export commerce as compared ts the very sharp and distinct progress 
being made in other areas of our country toward improv ing the facili- 
ties and lessening the cost of handling cargo. 

New York is today, and perhaps always will remain, the great 
center of our export commerce, and having all the banking and new 
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affiliated facilities, which are a direct part of our export trade, New 
York undoubtedly, even under almost the worst circumstances would 
retain a ve ry large part of our export commerce. 

[ do not know whether that answers your question, sir. 

Mr. Osmers. No; it does not. I wanted to know whether the crime 
and racketeering along the New York waterfronts, as it has been dis- 
closed in many places, has so increased the cost of using the port of 
New York that cargoes still are going elsewhere. 

Mr. Kroou. Mr. Chairman, I wonder if the gentleman would permit 
me to suggest an amendment to his question ¢ 

Mr. Osmers. I certainly would. 

Mr. Krocu. Would you be willing to define the New York water- 
front? Is it the port of New York, which encompasses also a great 
part of the gentleman’s State of New Jersey ? 

Mr. Osmers. That is absolutely correct. The port of New York, of 
course, means everything in the port area. 

Mr. McGuire. I would say, as a partial answer, perhaps, that it is 
having an effect, I believe, on the handling of cargo through the port 
of New York, not serious, but it is having an effect on the flow of cargo 
through the port of New York, coupled with other difficulties. 

Mr. Osmers. I wonder, Mr. Chairman, whether we should not ask 
Mr. Barkam, who has the task, as I understand it, of going from one 
port to another along the eastern seaboard, and who is an accountant, 
whether it is evident to him that it is costing more to ship and receive 
cargoes through the port of New York. 

The CuarmMan. You may examine him directly on anything you 
want to ask him. 

Mr. Osmers. Well, he has heard my question. 

Mr. Barxam. Unfortunately, Congressman, we do not have any 
activities in MSA coming out of Philadelphia or Baltimore. How- 
ever, we do have some vessels going out of Boston, and we never made 
a detailed analysis, insofar as cost is concerned, as between Boston 
and New York, in order to properly answer your question. 

Mr. Osmers. Well, you mentioned before—and if this is not a good 
example, you can tell me if it is not--$3.50 per thousand board-feet 
for lumber. Would that rate be the same for Norfolk, Boston, and 
Savannah? 

Mr. Barkam. Offhand I do not know, sir. 

Mr. Osmers. Do you have any other example that I could use that 
might be fair. 

Mr. Barxam. Well 

Mr. Osmers. Norfolk would handle coal more expeditiously than 
New York would. 

Mr. Barxan. Offhand, as I said, I do not know, but I could get you 
that information if you so desire. 

Mr. McGuire. And with respect to bulk cargoes, Mr. Congressman, 
of course it is more expensive to handle the two bulk cargoes I men- 
tioned through the port of New York than through any other Atlantic 
seaboard port having facilities: that is, coal and grain are more diffi- 
cult and more expensive to handle through the port of New York. 

Mr. Osmers. I understand. 

Mr. Krocu. Mr. Chairman, will the gentleman yield to me? 

L wonder, Mr. McGuire, if you would be good enough to put in the 
record the total tonn: uge that has been handled by the MSA since its 
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creation in March of 1951 and the percentage of that tonnage that 
went out of this port of New Yor! 

(lor matter referred to, see aj pendix LV.) 

Mr. McGuire. Mr. Keogh, may I inquire whether you wish in- 
elude d there the carry Ingv’s of military cargo, because that is in a sense 


lassified material. and I would have to obtain that port on of it. 
Mr. Keoen. I am just talking about the total tonnage, and what I 
im primarily interested in is to know how much tonnage has been 


actually handled by the general agents and how much of that ema- 
ated from the port of New York. 

Now, as I understand it, for example, most of the 10 million tons 
of coal went out of Hamptor Roads. 

Mr. McGuire. That is correct, sir. 

Mr. Kroou. What percentage of your total general agents’ cargoes 
is represe nted by that 10 million, for example ‘ 

Mr. McGuire. Of the total of all cargoes, exclusive of military, the 
10 million tons represent 6) perce nt, sir. 

Mr. Kroon. So that we are now talking about, 35 as the maximum 
of the general agents’ tonnage that might have gone out of New 
York, and not all of that went out. 

Mr. McGumre. Oh, that is correct, Mr. Keogh; yes, sir. 

Asa matter of fact—— 

Mr. Krocu. We ll, what percentage would you estimate and I am 
not golng to bind you to it about what percentage of the cveneral 
agents’ tonnage went out of the port of New York? : 

Mr. McGuire. I would say that in respect of nonmilitary opera- 
tion it is almost none. , 

Mr. Keogu. Almost none ? 

Mr. McGutrre. In respect of military operations I would hazard 
the guess that perhaps ZU, perhaps 25 to 30 percent—— 

Mr. KerocuH. So that of all this tonnage that vou are supposed to 
have some direct control over, almost. none of the general agents’ non- 
military cargo went out of New York, and only 25 percent of the 
milit iry. 

Mr. McGuire. That is correct, sir. 

Mr. Krocu. And that 25 percent originated in the port of em- 
barkation Brooklyn and the Claremont terminal in New Jersey; is 
that right ¢ 
Mr. McGurre. That is correct entirely, Mr. Keogh. 

Mr. GarmMatz. Mr. Chairman. 

Mr. Keoeu. I think on the basis of those figures that anyone who 
gives too much attention to the port of New York with respect to 
your general agency operatiol Is paying us 1n the port of New York 
a compliment that we are probably not deserving of nor entitled to. 

Mr. McGuire. I must agree with you, sir. 

Mr. Garmatz. Mr. Chairman. 

The CrarrMan. Mr. Garmatz. 

Mr. Krocu. But it is still popular to talk about New York. 

Mr. Osmers. I have no further questions. 

The CuHarrMan. Mr. Garmatz. 

Mr. Garmatz. Mr. McGuire, Mr. Keogh inquired about what per- 
centage went out of New York. Have you any idea what percentage 
went out of Baltimore? 
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Mr. McGuire. The carryings out of Baltimore, Mr. Garmatz, in 
the main, were coal carryings. We did carry an ap preciable quantity 
of coal from Baltimore. Ull hazarda guess. I can give you the exact 
figures. I don’t have them with me. I'll hazard a guess that we 
probably handled a million tons out of Baltimore, out of the total of 
10 million tons of coal. 

Mr. GarMatz. That is coal, but I mean in generality. 

Mr. McGuire. We handled grain. Out of our total carryings of 
nonmilitary cargo which aggregated more than 14 million tons, I 
would guess that perhaps one-seventh, or 2 million tons, comprised 
the 2 main commodities, coal and grain, which moved through the 
port of Baltimore. 

Mr. Garmatz. How about the military ? 

Mr. McGuire. Military c: argoes moving through the port of Balti- 
more are low in percentage, sir. 

Mr. Krocu. Mr. Chairman, if the gentleman from Maryland per- 
mits me an observation off the record. 

(Discussion off the record.) 

Mr. Boykin. Mr. Chairman, I wonder if it might not be a mighty 
good idea to move all this business to Mobile, Ala. There wouldn’t 
be any talk about it, or any trouble about it, and we will stop all of 
the trouble and everything else. 

Mr. Warnwricut. Mr. Chairman. 

The Cuaiman. Mr. Wainwright, please. 

Mr. Krocu. Mr. Chairman, may I interrupt again for the last time? 
While we are vetting the percentage of the shipm ents out of the major 
ports of the country, why not make it comp vlete ? Maybe we will 
find that Mobile is getting more than it shoul d, too. 

(For matter referred to, see appendix IV. 

The CuatrMan. Is that your question 

Mr. Kroau. Yes. 

Mr. Boykin. | hope so. 

The CHARMAN. Mr. Wainwright. 

Mr. Clardy. 

Mr. Ray. 

Mr. Ray. I have nothing at this time, Mr. Chairman. 

Mr. Magnuson. Mr. Chairman. 

The CuatrMaNn, Mr. Magnuson. 

Mr. Maanuson. Mr. Stakem—— 

Mr. Srakem. Yes. 

Mr. Magnuson. Quite sometime back it was suggested that the 
Maritime Administration in its general agency operations, had dis- 
covered none of these goodwill payments through its own audit, but 
only such of those goodwill payments as had been brought to its at- 
tention through the New York hearings. 

Previously you remarked you would not put it quite that way, and 
I believe you were inte rrupted. What is that situation ? 

Mr. Srakem. The situation is that we have not to my knowledge, 
in connection with the audits of MSA, discovered any goodwill pay- 
ments, and that in connection with the examination of the public 
disclosures in New York, and also in connection with our examination 
of the private papers of the crime commission, there have not come 
to our attention as yet any payments of goodwill by those companies 
that are general agents, 
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Now, as pertains to MSA operations, we are not finished, Congress- 
man Magnuson: we have vot a lot of work to clo. 

Mr. Macnvson. But so far you don’t know of any, what we will 
call, goodwill payments by your general agent companies, through 
any examination—your own or the crime commission's, or the New 
York hearings? 

Mr. Sraxem. That is only as it pertains to general agency ships. 

Mr. Maenuson. That is right. I believe we held it to that so far. 

Mr. Srakem. Yes, that is right 1 

Mr. Macnt SON. And you P a fixed fee for stevedoring services 
to any given type of profit, is Stl hat riy 6 

Mr. Sraxkem. That is right. 

Mr. McGuire. May I answer the question, Mr. Magnuson ¢ 

The CHatrmMan. Are you through? 

Mr. Maanuson. Go ahead. Mr. McGuire. 

Mr. McGuire. With respect to general agency operations, Mr. Con- 
gressman, the payments for stevedoring made by our agents—as I was 
mentioning a bit ago- -have related themselves in the main to the han- 
dling of bulk cargoes only, which, in largest measure, in exceedingly 
high percentage, pertain only to fixed costs, publicly advertised 
charges, at regularly used facilities. In the case of coal, with one ex- 
ception, the great port of Mobile where we require the ships to pay the 
stevedoring charges, the payments have been made to the facilities 
operated by the railroad companies and others at their regularly ad- 
vertised charges. there being no variation for any user 
facilities. 

Mr. Maenuson. Your general agents are paying out of the revolv- 
ing fund for the stevedoring service the going rate / 

Mr. McGuire. Yes sit 


Mr. Macunson. Now, if thev on the side are makin lg these so-called 
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it, or your agency 


of those 


goody il] payments, it would not change the rate ? 


Mr. McGuire. No, sir. If they were making—if our agents were 


making any such payment, sir, apart from the amount they officially 
expend for us, it would be made in one of two manners, as I see it: 
Thev could make it out of ‘their private corporate fund, in which case 
I presume that is their own business, if, on the other hand, they at- 
rset rte q to pay it out of our fund. that would inevitably, I believe. be 
di ed Ee our auditors, and of course, promptly be disallowed. 


Mr. M ,GNusOoN. You have faith in the efficiency of your audit. You 
would doubt that any goodwill payments may have been charged to 
vou in the hidden account. 


Mr. McGuire. Personally, I have complete confidence that, in 
respect of our generi al agency oper: i) ions, there have been no such 
payments. I am not overlooking the frailty of human nature and, 
of course, I can’t answer for é¢ach individual connected with these 
many companies; but the very circumstances, the nature of our opera- 
tions, are such as would make it almost impossible for a priv ate side 
payment to be made from our account without our finding it out. 

Now, I am not saying there is not the possibility in some areas in 
connection with the purchase of ship’s supplies and stores, ship 
chandlery, activities of that nature. There is always present the pos- 


sibility that an agent might have paid more than he should have paid, 
that he engaged in something of that sort. 
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The only thing that we can do is what obviously could be done by 
any person hiring services performed for him—and that is to endeavor 
to catch up with any such agent engaging in such a practice and 
sanmaneai take such measures against him as would be warranted by 
the circumstances, which we would certainly do if we found any such 
condition. 

Mr. Macanuson. If you felt that graft was going on of this kind, 
in relation to your general-agency operation, is the Maritime Admin- 
istration or the National Shipping Authority equipped to act on that 

self or would it have to perhaps require investigating work, police 
aoe, or would you have to refer that to some other agency of the 
Government such as the FBI? 

Mr. Staxem. I wonder if I may try that. 

Mr. Magnuson. Yes. 

Mr. Staxem. If in any case an auditor in the normal auditing 
process comes upon what is considered a questionable item of allow- 
ance, and if he needs assistance to resolve the issue, we have an in- 

vestigator who will join with the audit on that particular study. 

Now, once we reach the point where it appears that a law has been 
violated in connection with that—a pad, for instance—we immediately 
button that investigation up and transmit it to the Department of 
Justice, because we are not the prosecuting arm of the Government; 
but it is our understanding with Justice—and we’ve worked with 
them on it for years—that, once in our processes that we find what 
appears to be a spurious payment, we turn it over to the Department 
of Justice to follow through. 

Mr. Magnuson. Do your field investigators have the power of 
subpena, the power of arrest, for instance ? 

Mr. Sraxem. Not the power of arrest. We do have, under the 
Merchant Marine Act, the power to authorize in a particular investi- 
gation subpena power. 

As a matter of fact, on some of the investigations that I have con- 
ducted, by formal order of the Maritime Commission, I have been 
given the power of subpena. 

Mr. Magnuson. If you wanted to build up a criminal case against 
someone who was violating the law, that actually would have to be 
turned over to the Department of Justice ? 

Mr. Sraxem. When we reach the point that we are satisfied that 
the law has been violated, we would turn that over to the Department 
of Justice. 

Mr. Maenuson. That is all, Mr. Chairman. 

Mr. Bonner. Mr. Chairman, when I first interrupted you, I was 
merely try ing to clear up a point with your question. 

The CHamman. Well, I want to finish this. 

Mr. Bonner. I haven't had a chance to ask a few questions here. 

The CuatrMAn. Just a minute. 

I think Mr. McGuire very well expressed the attitude of the Mari- 
time Commission, the Maritime Board, and everybody connected with 
maritime in the Government—that they presume it was their own 
business to make these payments, and that 1s just what this committee 
is interested in. 

You have done nothing to prevent this thing, and you help to tear 
down the American merchant marine when you say you presume it is 
their business to make the payment. 

Mr. Bonner. 
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Mr. Bonner. Mr. McGuire. vou were with the Maritime Commis- 
on immediately after World War II, weren’t you! 

Mr. McGuire. Yes, Mr. Bonner. 

Mr. Bonner. You attended some of the hearings that were con- 
ducted here with respect to this agency business, d dn’t you? 

Mr. McGuire. I perhaps did. I don’t recollect. 

Mr. Bonner. Well, you read the hearings, any way. 

Doesn't the record show that the Merchant ™: arine ( Yommittee of 
that time was concerned about this agency operation and displeased 

th it? 

Mr. McGuire. My recollection is—— 

Mr. Bonner. Just say “Yes” or “No.” 

Mr. McGuire. No, sir. 

Mr. Bonner. Well, you haven’t read the — and it was stated 
in the record at that time, when we wrote the Ships Sales Act and 
ve were hav Ing various hearings with re spe ct to cl rarter, am | SO forth, 
that it was hoped we would not get ba k into this agency operation. 

Now. vou m: ide the statement here with re spect to the di ingers and 
risk in oper ation. 

The committee then hoped that we were going to get back to free 
enterprise and do something for the American merchant marine when 
we wrote the Ships Sales Act and made liberal terms for charter. 

It is hard for me to understand why it was necessary to go into 
agency when there was a great, vast amount of commerce going on. 
We had liberal terms for charter—two systems of charter. 

You say the risk is so great. Now, we haven’t had any submarine 
sinkings or anything of that kind. 

I can reason back during the war why — enterprise didn’t 
want to send ships to the Red Sea and such places as that. 

What are these risks involved 1 rare e Sie rprise now that have 
to be taken care of in this agence y ious ation ? 

Mr. McGuire. The risks in the main, Mr. Bonner, were financial 
risks wherein, as I endeavored to explain initially, the operator, 
securing ships for use on charter, is required to pay the basic charter 
hire col tinuously. irrespective of wheth« r the VE sel, after it has 
been accepted, is physically able To ¢ yperate or cannot operate. 

Mr. BonneER. Well. you eq up the » vessel to operate—— 

Mr. McGuire. That is correct, sir. 

Mr. Bonner (continuing). U aie your charter system—— 

Mr. McGuire. Yes, sil 

Mr. Bonner (continuing). To operate in whatever trade it is 


1 
} 
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rong in. 
~ Mr. McGutre. However, Mr. Bonner- 

Mr. Bonner. And the vessel can be turned back at anv time. 

Mr. McGutre. Yes, Mr. Bonner: but what I was endeavoring to 
convey is: When the vessel—for example, when a vessel has gone 
avround, as has happ ned with ; 

Mr. Bonner. Well, there is insurance on that. 

Mr. McG IRE. The insurance covers only the cost of refitting the 
vessel and repairing the damage. It does not cover the cost of charter 
bire. 

Mr. Bonner. That risk of pri ivate operation is there. There is no 
other risk in the private operation, is there ? 





reese... 
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Mr. McGuire. I was merely endeavoring, Mr. Bonner, to answer 
your question with respect to financial risk. Several companies have 
lost several hundred thousand dollars by reason of the fact they have 
incurred that damage and the vessel was unable to perform. 

Mr. Bonner. Well, these bulk cargoes are running between large 
ports as a rule. 

Mr. McGuire. No; not necessarily. 

Mr. Bonner. Didn’t you testify the bulk cargoes—— 

Mr. McGuire. In respect to our operation. 

Mr. BONN] R, In the general agent 

Mr. McGuire. That is correct, sir; but your question pertained to 
charter operations. 

Mr. Bonner. Well, I am drawing the comparison—I am trying to 
get al why we got into this agency business. 

Mr. McGutre. Mr. Bonner, I m olit elaborate a little bit on my 
remarks. 

Mr. Bonner. Now, what is the resistance by private enterprise 
which foreed you to go into agency 4 

Mr. McGuire. It would be my desire that we not engage in general 
agency operation. It is my desire-—— 

Mr. Bonner. That was the desire of the committee 

Mr. McGuire. Yes, sir. 

Mr. Bonner (continuing). Back in the days I speak of. 

Mr. McGutre. I am no advocate of Government operation of ship 
ping. In fact, | am quite the reverse. Lam opposed to it, except 
under circumstances where it 1s hecessary to be done in the national 
interest. 

Now. those ‘rcumstances were believed to be present- -not by me, 
but by others superio} to me. 

Mr. Bonner. Who were they? 

Mr. McGuire. Well, Admiral Cochrane at that time was Maritime 
Administrator. He met at that time in New York in November of 
1950, met with ar advisory committee composed of 25 outstanding 
shipping leaders in the United States. That committee was chai 
manned by John Franklin, president of the United States Lines. It 
had on it most of our important shipping leaders or the east coast 
and certain ones from the west coast and Gulf. It was the majority 
viewpoint of that committee—not unanimous, Mr. Bonner, but the 
majority viewpoint that the plight then developing very sé riously 
threatened the national situation, and two thi 
plished : 

(2) That the Government should undertake to operate this tre 
mendous mass of emergency shipping that was then believed to be 
necessary. 

(>) That an operating organization similar in concept to the Wat 
Shipping Administration should be established so as to be prepared 
to take on the more difficult tasks that would face us in the event war 
came to us. 


S should be accom 


Oo 


Those two reasons basically are the reasons for it. 

Mr. Bonner. Well, were you anticipating a submarine warfare 
when you went into this general agency’ Is that what forced you 
into it? 

Mr. McGurre. I cannot answer that question, Mr. Bonner. I can 
only answer that our leaders then concerned with it—my chiefs—cer- 
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tainly were afraid that the international situation was developing to 
such a point that we must be ready to meet it. Private industry could 
not meet it. 

Mr. Bonner. And private industry suggested that you go into that? 

Mr. McGutre. Yes, sir. 

Mr. Bonner. In light of the fact that we sold ships at a very reason- 
able, very cheap price--just practically had to give them away, in 
some cases we had to pay them almost—and we have low charter 
rates, “ad yet we are trying to do all we can for free enterprise, to 
build up the American merchant marine and get away from Govern- 
ment operation, and we find ourselves—as you said, you had a maxi- 
mum of 541 vessels in general age ney at one time—— 

Mr. McGuire. That is correct. 

Mr. Bonner. Well, it is just canal me to know what this com- 
mittee and what the Government is ever going to do to get this Amerti- 
can merchant marine going. 

That was the lush time, and a ship is chartered by the United States 
Army, equipped for special operation, and you pay for that. 

And you said jus t now that the reason we went back into general 
agency was the fear brought on by private industry itself. 

Mr. McGumre. I said there was a combination of reasons, Mr. Bon- 
ner. I mentioned, I believe, that our ceed lia cea leaders in 
the shipping — 

Mr. Bonner. What was this risk you specifically pointed out? 

Mr. McGuire. Are you speaking of the financi: al risk, sir, or—— 

Mr. Bonner. You said there was a risk greater than private opera- 
tion. Now, what was that risk? 

Mr. McGuire. The risks of developing emergency conditions in 
the Far East. 

It must be remembered, Mr. Bonner, that at that time, the time 
to which I refer immediately follows the time when the Communist 
Chinese crossed the Yalu River and the situation in Korea began to 
darken daily. 

Now, I repeat, I was not—— 

Mr. Bonner. Was there a collaboration to get back in this general 
agency? Was there a general collaboration ? 

Mr. McGutre. General collaboration ? 

Mr. Bonner. Yes. 

Mr. McGurre. On the Board, you mean ? 

Mr. Bonner. The Maritime Board and the private operators, too. 

Certainly there was no risk running where we were carrying the 
greater part of the ECA program to Europe. Certainly there was 
no risk there. You have gone to the Far East. but—— — 

Mr. McGuire. That program, of course, Mr. Bonner, at that time, 
at the time of the establishment of the general agency, or at the time 
of the contemplation of general agency operations—— 

Mr. Bonner. You don’t have to go around to the Far East to go 
down around India, and go through all the—— 

Mr. McGutre. The conditions under which the general agency op- 
eration idea was conceived and put into being, by virtue of an Execu- 
tive order issued by the President and the order subsequent thereto 
issued by the Secretary of the Commerce, were basically the devel- 
oping seriousness of the international situation and the thought of 
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people far beyond my level who felt at that time war might come to 
us in short order. 


Now, that, in effect, was the general situation of this general agency 
operation. 

Mr. Bonner. Mr. Clark mentioned that some of the phases of gen- 
eral agency are not a subsidized operation, but the overhead expense 
of general agency is a subsidized operation, isn’t it? 

Mr. McGuire. No, sir. 

Mr. Bonner. Well, now, you pay them to manage the vessel ? 

Mr. McGuire. Yes, sir. 

Mr. Bonner. You pay them approximately $110 a day 
pay all the costs? 

Mr. McGuire. That’s correct, sir. 

Mr. Bonner. Well, the cost of operation—wouldn’t you term that 
more or less a subsidy? 

It’s a Government expense to operate that vessel. 

Mr. McGuire. You mean the amount paid to the general agent, Mr. 
Bonner ? 

Mr. Bonner. General agent—whatever his expenses are to operate 
the subsidized vessel. 

Have you looked into comparative cases on the identical runs to 
see what the cost of opel ration of a private voyage is compared to 
the cost of oper ation of the general agency voyage? 

Mr. McGuire. We have endeavored, Mr. Bonner, to obtain—— 

Mr. Bonner. Well, I asked you that question. Have you done it? 

Mr. McGuire. I am endeavoring to answer it, sir. 

We have endeavored to obtain comparable cost operating figures for 
the same type vessels operated in generally the same services or for 
the same purposes. We are unable to get exact figures from private 
owners of tramp vessels, nonsubsidized tramp vessels. 

Mr. Bonner. Now, you know that the cost of operating from New 
York to Liverpool can be determined in a bulk cargo vessel, under 
private operation. That can be determined and found out, can’t it? 

Mr. McGutre. We have no means of forcing a private operator- 

Mr. Bonner. You mean to tell me that your subsidized companies 
that you are paying subsidy to—that you don’t have the privilege of 
going in and looking at their accounts? 

Mr. McGuire. I was talking, Mr. Bonner, only about the—— 

Mr. Bonner. I am just asking you that. I am coming back to the 
other. 

Mr. McGutre. As to the subsidized vessels; yes, sir. 

Mr. Bonner. All right. Some of these subsidized lines were oper- 
ating for you under general agency, weren’t they ? 

Mr. McGutre. Yes, sir. 

Mr. Bonner. Then couldn’t you get a comparison of what was the 
cost of a run from B to C, because the cargoes were carried both ways? 
(ll these cargoes were not carried under general agency. Many of 
these cargoes were carried under private enterprise. 

Mr. McGuire. The type of ships we are operating, Mr. Congress 
man—the Libe rty ships, in the main, handling the bulk cargoes—are 
the type that have not operated under public subsidy 

Mr. Bonner. Some of the private vessels or private operators have 
operated under National Shipping Authority, haven’t they? They 
are operating under you now, aren’t they ? 


and you 
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Mr. McGutre. Not the subsidized lines; no. sir. 

Mr. Bonner. Of course, that is one way to avoid answering the 
question. 

Mr. McGutre. I don’t want to avoid it, Mr. Bonner. 

The CHatrMan. You don’t want to tell this com mittee that you 
didn’t go out to get the facts to see what the cost of private operation 
ymMparison with the genel il agency ¢ 
Mr. M IcGuire. No, sir. | nope I didn’t convey that impression. 

B 


? 
In ¢ 


Mr. NNER. That is the tion I asked you Did oh 

Mr. McGuire. I stated we deavored to get general comparable 
figures for the same —— operation performed under generally the 

ime circumstances. We have gotten those cost figures from the oper 
ators in total. We have ia them not in the full detail because 
each operator W ishes to guard its own cost figures, keep them to them- 
selves, for their own private business purposes. We have, however, 


gotten and we do regularly get general information about the cost. for 
each category of expense on privately owned vessels of the same type 
as those we are operating. 

The CHatrrMan. Well, do these pe ople—— 

Mr. Bonner. Let me ask this question—— 

The CuamrMan. Justa minute. Let me finish this. 

If the people who are operating privately their own ships are the 

ame people you give these out to general agency, certainly they are 
not going to open their books to you to tel] you how easy it is to get 
money out - you for operating a ship for you and operating one for 
themselves without you making them show something. 

Mr. Mc home Well, their cost generally, Mr. Chairman— 

Mr. Bonner. That is what I asked you. I asked you that question 
to begin with. How does it compare? 

Now, you, of course, know this committee was interested in the ECA 
bill, in having an item put in there, or a section put in there, requiring 
a certain amount of all ECA goods to be shipped under American-flag 
sn ps. 

That. shows the interest of this committee to build up an American 
merchant marine. 


It is not with a spirit of criticism that I go into this. I just don’t 
believe in this general agency. I believe there is something peculiar 


about it. to avoid going back into it. Whatever it is, it hasn’t been 
thoroughly explained to me—not satisfactorily to my own mind— 
know o what we ¢ xperienced in the past. 

| was one ol those WhO wanted to make the ships sales bill and the 
charter bill as liberal so as to build up the American merchant marine. 

Mr. Chairman-—— 

The CuatrmMan. Can I— 

Mr. Bonner. I am sorry. 

The Cuatmrman. Go on then ? 

Mr. Bonner. Yes: go ahead, 

The Cuatrman. Mr. O'Neill. 

Mr. Van Pelt. 

Mr. Mailliard. 

Mr. Maiiurarp. Mr. Chairman, I would like to ask one question to 
clear up a question be has already been asked—and that is in the 
matter of these general agency vessel s. the e xpense acc ount—that is, 
the revolving fund against which your agent draws for exp yenses—do 
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I understand it correctly—that is only for out-of-pocket expense, that 
there is no overhead. no apportionment of the salary of officials, or 
anythn go, except a tual out-of pocket expense ¢ 

Mr. McGuire. If you are speaking of the shipping companies, sir, 
they receive nothing but the fee, the standard fees, that we pay to 
them. 

Mr. Marunrarp. That is your daily 

Mr. McGuire. Daily fee. 

Mr. Mainurarp. Fee, ranging from $75 to $100 a day ¢ 

Mr. McGuire. That is right, sir. 

Mr. Mariurarp. But as far as the voyage expenses, is it correct to 
av those are all out-of por ket expenses non hargeable to operating 
overhead ¢ 

Mr. McGuire. Those are all out-of-pocket expenses; yes, sir. 

Mr. Mumma. Will the gentleman yield? 

Mr. Maiiurarp. Yes, sir. 

Mr. Mumma. You mean there is no overhead put in that cost of 
transportation ¢ For example, take a company that is organized for 
this particular purpose only; doesn’t the president of that company 
get a salary ¢ 

That is what I tried to develop, but didn’t take you far enough. 

Mr. McGuire. You mean—— 

Mr. Marmauiarp. The president, the general manager, and all those 
fellows get their money out of the cost of operation ; don’t they ? 

Mr. McGuire. That’s right; sure. 

Mr. Maizrarp. All right, is there any limit set as to what they can 
get! 

Mr. McGuire. In respect to agency ? 

Mr. Maiturarp, Say they pay the president of one of these com 


panies > O.U00 a veal 


Mr. McGuire. We pay the company itself a fee—only this operat 
ing fee I mentioned, sir. That isa part of their overhead. The fee is 
revenue to the company. 

Now, their overhead—their actual overhead . which this goes in 
part to pay, of course, is the regular running overhead of the com 
pany, plus such additional personnel as they have to have or as they’ve 
had to hire to handle our wo! k. 

Mr. Mumma. Where does the president of one of these companies 
receive his salary? From what source does that salary come? Tell me 
that in a few words. The Government pays it, don’t they ? 

Mr. McGuire. It comes from— 

Mr. Mumma. It is cost of transportation. 

Mr. McGuire. It comes from the corporate income of the company, 
including the fees received from us, sir. 

Mr. Mumma. Where does the income come from ? 

I think that is the whole secret. 

I remember one of these companies out in the west coast was formed 
by a man who was a chief clerk of a shipping company. I think the 
records will show that he got, probably, $10,000 a year. It wouldn’t 
be bad for him if he could get a job as president of this new company 
that he organized himself, and put in $30,000 or $40,000 and put his 
uncle in as general manager; and that may be the way it is a worth- 
while operation for them. 
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Now, maybe I didn’t ask the right question, but that is the cost— 
the salary of the president of that company— as well as the guy who 
keeps the books or sweeps out the office. 

Mr. McGuire. Yes; I agree entirely, sir. 

I’m endeavoring to answer your question. I’m perhaps not doing 
it very well. 

The amounts we pay the company obviously go into the general 
revenues of the company. Now, out of that all of their overhead ex- 
penses must be borne. 

Now, in the case of subsidized lines and the larger steamship com- 
panies, the figures introduced, of record, and our discussions and nego- 
tiations on payment of agency fees—these fees I have mentioned—the 
records introduced by those companies, covering thousands of days 
of vessel operation for private account—— 

Mr. Mumma. What I mean is this: I still say that comes out of 
the cost and it is in there somewhere. 

Certainly I don’t have a big business, nor never had, but I know 
companies operating boats like that—$105 a day isn’t very attractive 
unless they have some other angle, from which they get it, and that 
could be in the salaries because of this shipping bill that we worked on. 

You remember there was a provision in there that these lines getting 
the subsidy couldn’t pay those people over a specified amount. 

Mr. Marut1arp. Mr. Chairman, may I ask one more question ? 

The Cuatrman. I will ask Mr. Dorn first. 

Mr. Dorn of New York. I have no further questions. 

I believe Mr. Mailliard had the floor, Mr. Chairman. 

The CHarrmayn, All right, Mr. Mailliard. 

Mr. MaiiutArp. I wanted to ask one more question. 

Mr. McGuire, these agents you say are constituted companies that 
operate one or more vessels of their own—— 

Mr. McGuire. That’s correct, sir. 

Mr. Marirarp. In all cases? 

Mr. McGourtre. Yes. 

Mr. Mariiiarp. It seems to me—I would like to have your comment 
on this—that if Company X operates one vessel of its own and one of 
yours, one for you, that $75 to $100 a day isn’t a very large amount of 
money—just that $75—but supposing he operates one of his own with 
approximately the same overhead and you give him 7 to operate. He 
is making pretty good money then. 

Mr. McGutre. That has been the case, and in the case of some of 
these smaller companies where we have—— 

Mr. Matiurarp. Well, then, it would seem to me that is a dispropor- 
tionate thing. In other words, they get $75 to $100 a day for each 

ship the ‘vy operate for you, reg ardless of the proportion of their entire 

operation that you are involved in. So, one fellow may be starving 
to death on your fee and one fellow mav be getting rich very fast. 
Is that possible ? . ' 

Mr. McGuire. The return to the company obviously differs with the 
size of the company and its own overhead. 

I was endeavoring to explain that some of the larger companies 
have pretty tremendous overheads. In respect of their operations, 
their average daily overhead—the daily overhead per ship per day— 
is demonstrated to be considerably in excess of this $75 fee. 
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It is the case, of course, that in some of the smaller companies, hav- 
ing a total annual overhead, perhaps aggregating for everything, 
their entire operation, $300,000 or $400,000 a year, that the increment 
of operating fees from 10 ships, if they operated them over the entire 
course of a full year, would aggregate almost as much as their own 
overhead. 

Now, there has been cases where we would put ships out, of course, 
for a limited period of time. They operate some ships for 3 months, 
some 6 months, some continuously for a year. 

Mr. Garmatz. Will the gentleman yield, along your thought? 

Mr. Matuuiarp. Yes. 

Mr. Garmatrz. Mr. McGuire, is it possible, for the record, to give 
us a list of how many agencies you do business with and the list of 
agencies and how much business they do and how many ships each 
agency owns? Is it possible for you to get that information for the 
record ? 

Mr. McGuire. Yes, sir. As I understand it, Mr. Garmatz, you 
want the names of all the agents? 

Mr. Garmatz. That do business with you and the amount of busi- 
ness each agent is getting. 

Mr. McGuire. And the number of ships they have? 

Mr. Garmatz. The number of ships they own. 

Mr. McGuire. The number of ships they own and operate for our 
account. 

Mr. Garmatz. In other words, say 1 agent owns 1 ship—I want to 
know how much 1 agent gets when he owns 1 ship 

Mr. McGutre. Yes, sir. 

Mr. Garmatz. And I want to know if it is possible for one to buy 1 
ship and get more business than some agency which has 10 ships. 

That is the reason I want that broken down. 

Mr. McGutre. We can give you the list, Mr. Garmatz, and I pre- 
sume what you would be interested in would be the information for 
that pei ak per iod of oper ations, where we h: id over 500 operating, show- 
ing how it was then distributed and show you how it is now distri- 
buted. 

Mr. Garmatz. And with that list of agencies, the amount of busi- 
ness with each agency and the number of ships that is owned by each 
agency. 

Mr. Matturarp. Mr. Garmatz, if I may make a suggestion, I would 
like to see added to that the list of approved agencies, from which 
you pick the ones you do business with. 

(For matter referred to, see appendix IT.) 

I believe you do have such an approved list, from which you are 
actually doing business with 41; but there is a considerably larger 
number on the list. Is that correct ? 

Mr. McGuire. Well, in the present circumstances we have only ap- 
proved agents as they were appointed ; that is to say we have no stand 
ing list from which different agencies 

Mr. Mariurarp. I had some different impression from the testimony 
before you came in. 

Mr. Crark. I testified here—the feeling that Mr. Stakem and I 
both had—that there was at the inception applications—that the 
committee met on general agencies and there was a roster of possible 
ugents. Now, if that is wrong—— 
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Mr. McGuire. I think the fact that Mr. Clark refers to is that we 
had about 125 appleations ror agency. 

Mr. Matiuiarp. One further question along this line: Can you give 
us a statement of what your policy is—how you decide how many 
ships a particular agent is going to be asked to operate ¢ 

Mr. McGuire. Yes, sir. 

If I may suggest, sir—I sent to Senator Magnuson in 1951, near the 
peak of our operations, a very lengthy statement, in response to his 
inquiry, outlining the manner in which we selected agents—the re- 
quirements that we imposed upon agents as to working capital and 
net worth, as to operating experience, and all the other facets that go 
into the matter of qualifying agents to handle ships for our account. 

Mr. Maituiarp. Well, I wasn’t speaking so much of qualifying, as 
to how you decide how many ships you are vroing to allot. 

Mr. McGuire. Well, of course, that was based almost wholly upon 
the ability of the agent in our judgment to do an operating job with 
that number of ships. 

We are familiar with all of the companies, of course, as we must be, 
in the daily course of our business, and we know—and where we're not 
too certain, of course, we investigate through our district people the 
facilities of the individual. 

Mr. Mamurarp. Would it be generally true the number of ships 
operating would be in some way proportionate to the number of ships 
They ¢ perate for their own account ? 

Of course, that will come out in the figures Mr. Garmatz has asked 
ior 

Mr. McGuire. No. In fact, in many cases it was almost the reverse, 

r. We have not done that as a policy, because to do it would con- 
centrate this activity in the hands of our major shipping companies 
only, because they are the ones who own most of our American ships. 

It has been our belief that we should, instead, encourage the smaller 
companies and help them, to endeavor to maintain them in ready 
condition, so they could do a bigger job if they were called upon to do 
it if we got into war; and we have, therefore, used any qualified small 
company that could pass our scrutiny. 

Mr. Rosrson. Mr. Chairman, could I ask him one question? 

The CHarrMan. Yes. 

Mr. Roseson. I understand you are going to furnish us a list of the 
pplicants, available operators. 

Mr. McGutre. Well, Mr. Garmatz did not ask for a list of the 
applicants, as I understood it, but only for the companies we ap- 
pointe i. 

[ can furnish a list of all applicants, if you wish it, sir. 

Mr. Rosrson. Mr. Chairman, if it is agreeable with you, I would 
like to see a list of all the people that applied for these ships. 

Mr. Srakem. Yes. 

Mr. Rosrson. Then we know which ones obtained—— 

The CuHarrMan. Yes. 

Will you furnish the list of those who applied —— 

Mr. McGuire. Yes, sir. 

Mr.Srakxem. Yes, sir. 

The Cuarrman. And those that you selected ? 

Mr. McGutre. Yes, sir. 
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The CuarmMan. The testimony that you gave out here rather piece- 
meal with reference to the expenditure of Government money, pos- 
ibly illegally, without much objection or investigation on your part, 
in connection with stevedoring, does the same kind of background 
exist with reference to insurance? Does that apply with reference 
to maintenance and repairs, and crews’ wages—the same lack of going 
behind the figures applies » way through, I take it ? 

Mr. McGuire. I hope I have not given that impression, sir. 

The CHarrMan. Well, you certainly have. You haven't done it 
with reference to the others, only as the New York Crime Commis- 
sion brought it out. 

Mr. McGuire. I endeavored, Mr. Chairman, to outline what we 
have done in respect to these Government operations only. That is 
all I can personally answer for. 

The Cuarrman. I know, but you have worked down there. You 
have been a par of this. 

The Board just ignores everything else, then, except this one thing 
that you are talking about. In other words, you are not disclosing 
to this committee anything else. 

Mr. McGuire. I have not withheld anything from the committee, 
sir. 

The Cuatrman. But the Board isn’t very cooperative in making 
disclosures, except what the New York C rime Commission has alre: udy 
disclosed, and you heard about it. 

You haven’t done anything with reference to the stevedoring, very 
much, only when they had it marked and labeled “bonus.” Is that the 
same kind of treatment you have given insurance, repairs, and main- 
tenance and crews’ wages ? 

Mr. McGuire. I can only answer that by saying I believe we have 
done our best to keep those prices proper, the expenditures proper, in 
each of those fields—— 

The CuarrMan. That has been - 

Mr. McGuire. Within our ability to do so. 

The CuarrMan. The stock answer from the Maritime Commission, 
the Maritime Board, the War Ship ping Administration and the suc- 
cessor of the War Shipping Admiunistr: aes over the years. That is 
the same stock answer. You can find it all through the record. 

Are there any other questions / 

Mr. O’Neitu. Yes. I would like to ask one. 

The CuarrRMANn. Mr. Allen. 

Mr. O’Netin. Oh, excuse me. 

Mr. Atuen of California. Mr. McGuire, I am trying to figure out, 
in my own mind, what is the advantage to a large company to take 
on a general agency. 

Mr. McGuire. There was present, Mr. Allen, a very marked desire 
on the part of many of the major companies to take on our agencies. 
The reasons given me in many cases were that those companies would 
not actually benefit, especially subsidized lines would not benefit, be- 
cause of the distribution of their overhead, but they wanted to be 
general agents for the Government. If any American shipping com- 
ps nies were gener: ala vents, all of these ls ger companies wanted to be, 
with very few exceptions. 

Mr. Atwen of California. What advantage was there to them in 
being so? 
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Mr. McGuire. Well, it’s a matter, I believe—— 

Mr. Auten of California. A matter of patriotic feeling? 

Mr. McGuire. A matter of f pre ‘stige and preparedness. Of course, 
some of the c ompanies visu: lina -d the day when all of their ships would 
be taken from them under requisition, ‘and they wanted to be in that 
case 1n mediately, a gene ral agent for the Government. 

Mr. Auten of California. In the general distribution of the opera- 
tion through your authority, have there been any marked complaints 
from any segment of the private industry as to the distribution ¢ 

Mr. McGuire. No, sir; there have been no complaints of conse- 
quence on that point, w ithin my knowledge. 

Mr. Au.en of California. Going back to the question Mr. Bonner 
was asking you about the risk of prive ate operators, which made 
necessary the National Ship ping Authority, was there any element 
involved with regard to the possible uncert: oy of the length of time 
that the ship would be operated, that made it unwise for a private 
operator to o apply ¢ 

Mr. McGuire. There were very great uncertainties as to the length 
of time the ships would be employed for the account of Military Sea 
Transportation Service: and there was another element, which I did 
not touch upon—one other element to the uncertainties of the opera- 
tor—that is, in the days when these vessels were being taken out, 
commencing soon after the Korean incident occurred, we were re- 
qui red by the u regency of conditi lons, by the pressure of time, by the 
requests of our military people, to make these ships almost immedi- 
ate lv : available. 

We, therefore, had to break those vessels out ourselves, pending the 
time when formal hearings could be held in compliance with law, to 
decide on the operators that would receive those vessels under charter. 
That meant, therefore, that the operators did not have—the eventual 
operators, In many cases- py omens to fit the vessels while they 
wane in the repair yi ards, to inspect the bottom of the vessels when 
they were put on drydock aa in many cases defects later developed 
because the work had been performe “dd by someone els 5c. They had no 
opportun ty to inspect it or take exce p tion to it. They were given 
the vessel after the repairs had been completed and they, in a number 
of cases, did encounter some financial losses on that account. 

Mr. Atuen of California. ‘hat is all. 

The Cuarrman. With reference to your determining who shall be 
general agents, you said they desired this for prestige and in the 
event the Government took over all the operations, like the sub- 
sidized lines, but do you have the same people do the work as agents 
for subsidized lines, agents for comme ‘ting lines and agents for foreign 
lines? Do you let the same people do all that ? 

Mr. McGuire. Yes, sir: we do. 

The CHarrMan. I was tlle interested to read in the paper that 
you let one of your subsidized lines—I think it was American E xport— 
be the agent for the Italian lines, at the same time the “y are receiving 
subsidy Sinks and operating under the American flag. Do you do that— 
encourage foreion competit tion @ 

Mr. McGuree. Do you wish to answer that? 

Mr. Criark. Mr. Chairman—— 

The CuatrMaN. Is that true or isn’t it true? 

Mr. Cuark. Yes; it is. 
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The CHarrMan. Very interesting. 

Are there any other questions ¢ 

Mr. Bonner. Yes. 

The CHatmrMANn. Mr. Bonner. 

Mr. Bonner. What does the record show as between turnarounds, 
because I assume the agency is only making money once when the 
ship is operating, as between turnarounds of private flag vessels and 
agency vessels, operated by the same company ¢ 

Mr. Cuark. I have no exact figures, Mr. Bonner. 

Mr. Bonner. Now, I am not asking these questions to—— 

Mr. Ciark. Turnaround is very comparable, sit 

Mr. Bonner. It is an important thing. 

Now, if you run a general agency and you tell me you don’t watch 
to see whether your general agency vessel is turning around as quick 
as the vessel operated | Vv that private company, then how can you 
compare the cost of operation 

Mr. Ciark. Well, we do watch that ve ry ¢c losely. 

Mr. Bonner. Well, you said you coul In? t tell me. 

Mr. Crark. I said I had no exact comparison, sir. 

Mr. Bonner. Well, there are two things I want you to put in the 
record: I want you to put in the record, among these companies, E 
comparison of the ships out under general agency with their own 
ships operating in the same business, carrying grain and whatever 
they may be carrying, as a turnaround, and then what the records 
show as to the cost of operating these vessels compared with the rate, 
similar trade, similar run—and they have been running in similar 
runs, of course. Put that in the record. 

(For matter referred to, see appendix V.) 

Mr. McGuire. I will endeavor to secure that and put it in, sir. 

Mr. Bonner. You keep a record of all the general cargo that is being 
handled by Government operation, don’t you, in the Maritime 
Commission—— 

Mr. McGutrg. Well, I—— 

Mr. Bonner. The overall picture of the general cargoes that are 
being handled ? 

Mr. McGuire. Of our general agency ships, you mean, Mr. Bonner? 

Mr. Bonner. No; the commerce. 

I might say— 

Mr. McGuire. Oh, yes, sir. 

Mr. Bonner. You keep some view on that, don’t he ¢ 

Mr. McGuire. We receive it on regular report, si 

Mr. Bonner. Will you give me a statement sometime and put it in 
the record as to what amount of general cargo MSTS is carrying that 
could be carried by private flagships? 

Mr. McGutre. I believe, Mr. Bonner, that it would be impossible 
to secure that—for us to secure it—the information as to the cargo 
handled by MSTS. 

Mr. Bonner. How many ships is MSTS operating out of the re- 
serve fleet ? 

Mr. McGurre. Are you speaking of our operations, sir? 

Mr. Bonner. Out of your Third Fleet. MSTS has some vessels, 
don’t they ? 

Mr. McGutre. We turned over a certain number of vessels to them. 








IZ PORT OF NEW YORK 


Mr. Bonner. Out of the reserve fleet, and they can be turned back 

» the reserve fleet ? 

Mr. McGutre. That is correct, sir. 

Mr. Bonner. Now, you don’t keep up with any of the operations of 
the cargo that MSTS is carrying ? 

Mr. McGuire. No, sir. 

Mr. Bonner. In the Pacific you don’t keep up with any cargo oper- 
itions, as an overall policy, in the Maritime Board ? 

Mr. McGuire. As to their carrying, sir, we can only obtain very 
limited information. They treat that as being secret information, sir. 

Mr. Bonner. I know there is certain military cargo they are ex- 
pe ted to carry, but there is a tremendous amount of general Cargo 
that they are carrying that could be carried by American flag ships 
that are now available. 

Mr. Chairman, I] hope sometime we can get something on that from 
the MSTS. 

The CHamMan. With reference to the 1936 act, we can probably get 
all that, but the questions that are asked now, it seems to me, you 
should be able to give the information for. They say they don’t 
have it right here, but they should certainly have the information 
with reference to how fast ships turned around and all that. 

Mr. Bonner. I think it is pertinent to this hearing, Mr. Chairman. 

Phe CuarrMan. It surely is. 

Mr. Bonner. With reference to general agency. 

The Cramman. You will have that up here in a couple of days with 
referen e to this turnaround by the agent who operates for his own 
account and operates for you people. You have got all that informa- 
tion down there. 

Mr. McGuire. We don’t have the information. 

The CuHatmrMan. You don’t? 

Mr. McGuire. Excuse me, sir. The information that Mr. Bonner 
requested I W il] endeavor to develop and place in the re cord. 

Phe CuarrmMan. On that simple information about this cost business, 
you mean you haven't got that at all, or you are just starting ? 

Mr. McGuire. We have our own costs, sir. He requested we secure 
the private operator’s cost for the same type of vessel and the turn- 
L\round time. 

Mr. Bonner. Operating the ship under the agency for you, in an 
identical run and identical trade. 

Mr. McGuire. Yes, sir. 

Mr. Bonner. And that is going on, isn’t it? 

Mr. McGuire. There are probably a few cases where that is going 
On, SIr. 

Mr. Bonner. You know it is going on in the grain—or it has gone 
on, whether it is voing on or not. 

Mr. McGuire. We will secure some examples of that for you, sir. 

The Cuarrman. What check have you made before you distribute 
these? What examination have you made with reference to these 
people's cost of operation of their own, before you just give it to them 
and say, “Take it,” or do they come in and say, “What are you going 
to give us?” How do you do that ? 

Mr. McGutre. We supervise. 

The Cuatrman. Mr. Bonner’s question asked about supervision. 
Apparently there is none, no supervision. 
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Mr. McGuire. We supervise all agents for our account, Mr. Chair- 
man. 

The Cratrman. I am talking about if you are going to give X 
Steamship Co. some general agency. Do you find out from him what 
it costs him to operate 

Mr. McGuire. No, sir. 

The Cratrman. His own ship? 

Mr. McGuire. No, sir. 

Phe Cuamman. Well, that is what I thought. You don’t do any- 
thine to help the Government. do vou, by finding costs ? 

Mr. McGuire. I had assumed I did: perhaps not, sir. 

Mr. Bonner. Mr. Chairman, I don’t think we want to make a policy 
of arguing with these men. 

Phe Cuairman. No, sir, but as I said, I think we should find this 
out. 

Mr. Bonner. I just want, since we are in this subject, to get some 
comparative fioures. 

Mr. McGuire. We would be happy to do whatever we can, Mr. 
Bonner. 

Mr. Bonner. This particular thing, on general agency, which I 
am particularly interested in—and I have been interested in your 
answers, too, because it has formed some more opinions in my mind 
which I will not express at this time 

The Cuairman. Is it a known fact to your group down there that 
this agency business gives them a nice tidy profit without any risk and 
that you are just elving it to them, rather than to let them operate 
at their own risk ? 

I mean, that is generally known among the trade, isn’t it? 

Mr. McGuire. Not to my knowledge, sir. 

The (CHAIRMAN. Well, | mean, do you bury your head lke the 
SO called ostrich down tnere al ad doi 't know anythin a ¢ 

Mr. McG IRE. | don’t bel eve L have that rept tation, sir. 

The CHatrMAN. Well, from this testimor here. it would sound 
that way. 

Mr. McGuire. I am sorry if that is your impression, sir. 

Mr. MAGNUSON. Mr. ¢ hairmat eal would like to ask Mr. ¢ lark a 
question: Would you explain the principle under which you and 
the general agency companies operate wit ; respect to a foreign line? 

Mr. Cuark. Yes: that comes under section 804, the Merchant Marine 
Ac c. by which the law provides that fo. vood cause and special circum 
stances shown, an American operatol may re ider certain services to 
a foreign operator. 

The foreign operator likewise may render certain services to the 
American operator, such as booking cargo, and some of the foreign 
companies render services to our people in t] eir home] inds It helps 
our ships to have more cai 
facilities to them. 

It. if proper] determined, we feel, is a oe od thing, and by the Same 
token, under section S04, our operators here cal render certain services, 
husbanding services, and so on. 

However, it is permissive only in rare circumstances, and they 
must make a special finding, for good cause shown, in order to do so, 
Now, | might Say here that the General Accounting Office in 1951 
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und 1952 asked us to make a review of all the 804 waivers granted by 
the old Commission. That work was completed in this week, and we 
now have a review going to the Federal Maritime Board to determine 
how many of these 804 waivers are to be canceled, how many of them 
ire to be continued, and how many of them, on the basis of a service 
to the American merchant marine, are legitimate for continuation. 
That review is completely done, and we hope to make the report to 
the General Accounting Office also on this subject. 

The CHarrMAN. But you never did anything of your own accord to 
help the American merchant marine until the General Accounting 
Office asked you to do so to see how much you could cancel out. 

Mr. Ciark. Mr. Chairman, I have to Say that was before my time. 
I am the fellow who did it. 

The Cuarrman. You have been there 2 years. 

Mr. Cuark. That is right. 

The Cuarrman. They had to come in and ask you. 

Mr. Cuiark. This grew out of studies they made sometime ago. 

The Cuarman. Any other questions? 

Mr. Bonner. Off the record. 

(Discussion off the record.) 

The Cuatrman. The meeting is adjourned subject to call. 

(Whereupon, at 1 p. m., the meeting was adjourned, subject to 


call.) 


PORT OF NEW YORK, SUBSIDIZED LINES, SUBSIDY 
CONTRACTS AND PORT SECURITY 


TUESDAY, MARCH 10, 1953 


Unirep States House or REPRESENTATIVES, 
CoMMITTEE ON MercHANtT Marine AND I‘ISHERIES, 
Washington, D. C. 


The committee met, pursuant to call, at 10 a. m., in the committee 
room, room 219, Old House Office Building, Hon. Alvin F. Weichel 
(chairman) presiding. 

The CuHarrman. The committee will please come to order. 

Mr. Clark. 

The other day you were here, Mr. Clark, answering some questions 
with reference to payments of money by shipping companies and 
how it would affect the American merchant marine, and you said 
the Maritime Commission or your office never knew anything about 
what was going on, or never heard about it. 

A member of the New York Crime Commission made a statement 
that everybody knows it has been going on for years, and yet you 
people say you don’t know anything about it. 

Do you still want to stand on that statement—that you didn’t 
know anything about it, never heard anything about it and didn’t 
do any investigating on your own? 

Do you want us to understand that you don’t know or didn’t know 
anything about that? 


STATEMENT OF EARL W. CLARK, DEPUTY MARITIME 
ADMINISTRATOR, MARITIME ADMINISTRATION 


Mr. Criark. I would have to refresh myself on the testimony that 
you refer to, Congressman, but I think 

The CHarrMan. Well, what do you want to say now, without re- 
freshing yourself? Do you want to say you didn’t know and don’t 
know ¢ 

Mr. Cuark. I think I would have to say we know of reports of 
such activities—— 

The Cuatrman. When did you—— 

Mr. Cuark. Seen them in the press. 

The CHatrman. First learn about them? When did you first 
learn about the reports ¢ 

You have been down there 214 years. You have been around Gov- 
ernment for a number of years. 

Do you mean to say you didn’t know or don’t know anything about 
good-will payments, or anything of that sort ? 
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Criark. Well, sir, we— 
| CuamMan. Without refreshing your memory again. 
CrarK. We have heat | of those th ngs in the press, sir. 
Cramman. You heard about them in the press 
Mr. Crark. And comments 
The CHAIRMAN. For the first t me, and by that time everybody else 
in the world who wasn’t charged with helping the American merchant 
marine knew about it. 
But that is the first time you knew about it ? 
Mr. Cuark. I would say so far as that kind of information is con- 
cerned we probably heard about it as soon as the general public; yes. 
The CrarrmmMan. Well, being a part of the Maritime Administration. 
don’t you think you are very, very dilatory and inefficient for the 2 
years that you have been there, in that you didn’t do anything about it 
and never heard about it, as you claim ¢ 
Mr. Cuark. No, sir: I don’t feel that way about it. 
The Cuamman. Well, that is what I thought. Everybody feels 
that way. 
Now, you started to talk about subsidized lines with reference to 
payments, What do you want to say about that? 
You volunteered before you were asked the question that steve- 
doring wasn’t a part of subsidy ? 
Mr. Crark. That is correct, sir. 
The Cuatrrman. Well, why are you so quick about volunteering 
something? Isthat supposed to relieve some body of responsibility ? 
Mr. Cuark, That certainly was not my intent, sir. 
The CHatrMan. Well, it is nice to make those voluntary statements. 
What were you going to say about subsidized lines and payments? 
What do you know about that ? 
Mr. Cxuark. I was going to follow through with that statement on 
the stevedoring. 
The Chairman. Well, you just answer the questions. 
Mr. Cruark. Yes. 
The CiarrMan. Just answer the questions as we ask them, please. 
Mr. Crark. I’m trying to do that, sir. 
The CuatrMan. Instead of these self-serving statements. 
Mr. Ciark. We are going to file this report with you, sir—a report 
he payments made by shipping companies, including the subsidized 
lines. This report is ready and will be filed with your office today. 
(For matter referred to, see appendix III.) 
The CuatrmMan. That is the one that everybody in the world knows 
about ? 
Mr. Cxiark. I don’t know that, sir. This—— 
The CuatrrMan. Well, that was in the press. 
Mr. Cuark. That is the report which resulted from our investiga- 
tions in New York. It is the complete— 
The CuHamman. Well, that is what was in the newspapers. 
Do you know anything outside of what was in the newspapers 
Mr. Cxark. This results from my own audit, Mr. Chairman. 
The CHATRMAN. Well. that was all in the newspapers, wasn’t it ¢ 
Mr. Sraxem. I wonder if I might explain that, Mr. Chairman. 
The Catan. Just let him answer the question. He should 
know what he is doing. 
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Mr. Ciark. I don’t know what was in the newspapers regarding —— 

The CuarrMan. You don’t know what was in the newspapers / 

Mr. Cuark. I don’t know whether all this information 1s what was 
is the oe I haven’t compared it. 

The CuarrmMan. Well, even so, you were charged with a certain 
responsibility, and you don’t even know what was in the ne were’ 
Mr. Cuark. I think this is the important part, from our angle, si 

The Cuamman. Answer the question, please. 

Mr. Crark. I do not know that all shane items were covered in the 
newspapers ; no sir. 

The Carman. Well, you didn’t copy it out of the newspaper, then ? 

Mr. Crark. Indeed not. This is our own audit. 

The Cuarrman. Where did you copy it from ¢ 

Mr. Crark. This is our audit, conducted in New York by our au- 
ditors and two of our top investigators. 

The Cuatrman. Where did you copy it from—— 

Mr. CLark. We—— 

The Cuamman. From the testimony in New York before the New 
York Crime Commission ? 

Mr. CLark. We used—— 

The Cuairman. Did you copy it from that testimony ? 

Mr. Cirark. Many sources. That in part. 

The Cuatrman. I asked you, did you copy it 2 

Mr. Cuark. No; we did not copy it. 

The Cuatrman. Well, you took their testimony and then went over 
it, and went over to the company ? 

Mr. Crark. We had observed and took their testimony and then 
followed through on that testimony. 

The CuatrMan. Did you go then over to the company ? 

Mr. Criark. Yes, sir. 

The Cuatrman. One company? 

Mr. Car. No; it was more than one company. 

The Cuatrman. What? 

Mr. Crark. More than one company. 

The Cuarrman. Would they have testimony on more than one 
company—— 

Mr. C LARK, We covered—— 

The CuairMan (continuing). Subsidized ? 

Mr. Ciark. To my knowledge, that is true; but we checked five 
companies. I believe the testimony was on three companies. 

The CHarkMan. On three companies! 

Mr. Cuark. Yes. 

The CHairMan. With refe rence to the audit of subsidized lines, 
do you make 1 kind or 2 kinds or 3 kinds? 

Mr. Ciark. We make at the moment 2 kinds. 

The CHammMan. Describe the first kind. 

Mr. Criark. The first kind is the bareboat charter audit. 

The Cuarrman. Of subsidized lines? 

Mr. Ciark. Yes; the subsidized-lines charter ships the same as the 
nonsubsidized. 

The CHarrman. I’m talking about the payment of the subsidy. 

Mr. Ciark. With regard to the payment of the subsidy, we make 
again two kinds. One is an audit of subsidizable expenditures; the 
other is the annual audit of expenses and income. 
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The CHAIRMAN. _ on operating expenses; is that what you call it? 
Mr. Cuark. Yes, s 

The CHAIRMAN. aoe often do you make those ? 

Mr. CuarK. Those are made 
The CHarrman. Is that just a checklist ? 

Mr. Crark. Those are made annually on each subsidy. 

The Cuarrman. No: I am talking about the other kind—— 

Mr. Cuark. Yes 

The CHamman. The one—— ’ 
Mr. CLark. Each year we have to identify—— 

The CHarrman. Well, just a minute. Start over again, will you? 

Mr. Cxiark. I’m sorry, sir. 

The CHamman. What is the first kind of audit? . 
Mr. CL ARK. The first one 
The Cuarrman. What do youcallit? Isit provided for by law? 
Mr. Cuark. It is the audit of subsidizable expenditures. 

The CHarrman. Subsidizable expenditures 

Mr. CuarkK. Yes, sir. 

The Cuarrman. And the other kind is the annual audit? 

Mr. Ciark. The annual audit. 

The Cuarmman. And those are provided for by law, and you are 
supposed to do them ? 

Mr. CuarK. Yes, sir. 

The CuHatmrmMan. Tell us about the first audit. 

Mr. Criark. The first audit is an audit of the submissions of the 
subsidized lines of those five items that are subsidizable under the law, 
and they submit their expenses with regard to those items. We then 
audit those to disallow or allow the costs which they say they have 
incurred on those five items. 

The CHAIRMAN. What kind of an audit is that ? Do you just check 
the amounts ? 

Mr. Ciark. We check the amounts, first of all, in our Maintenance 
and Repair Division—— 

The Cuairman. What do you check them with in your Division? 
Mr. Crark. And after that it is checked out 
The Cuarrman. What do you check them with in your Division? ttf 
Mr. Crark. We check against—we first screen it in the district 
office, and then it comes in the national office, and we check it against 











our policies as to what items are—— : 
The Cuarmman. Against your policies? _ 
Mr. CLARK. Yes. sir against our policies—as to what items are or : 


are not allowed. 

The Cuamman. Do you make any check behind it as to whether 
those are real or phantom expenses ? 

Mr. Crarx. The comptroller follows through on it then. 

The Cuairman. In other words, you have to have someone to check 
you! 

Mr., Ciark. Yes, sir 

The Cuairrman. They c - *t rely on you for anything? 

Mr. Ciark. No, sir. I don’t mean the ¢ ‘omptroller General. 
The CHatrMan. The Comptroller General has been checking on 
vou for years because you haven’t been following the law. 

' Have you cot : 1. comptroller in your organization ? 
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Mr. Ciark. I don’t recall that the Comptroller General has 
taken—— 

The CHamman Tell us about what comptroller that is. Is that 
your own $ 

Mr. Crark. That is my own comptroller. 

The CHAIRMAN. Yes. What kind of checking does he do? 

Mr. Ciark. He makes a complete audit of those. He goes into 
the offices of the companies, audits the companies’ books to see 
whether or not the expenses that are actually presented and claimed 
to have been incurred were in effect incurred. 

The CHarrMan. In other words, if they got a receipt for paying 
the money ¢ 

Mr. Crark. I presume that is true, sir; yes. 

The Cuarrman. Yes. Well, what about those expenses being real 
or padded, or whatever it may be called ? 

That kind of check anybody could do—the one you are talking 
about. 

Mr. Criark. The comptroller makes every check on that that’s 
possible in terms of the material which he has to check against. 

The Cuarrman. Well, I mean that isn’t very good. That isn’t a 
very good answer. That is just one of those things—everything is 
beautiful. He makes—— 

Mr. Dies. Mr. Chairman, at that point, may I ask one question, 
without interrupting the chairman, to clarify something ? 

The CuHamman. Well, just a minute until I get into this, please, if 
you will. 

This is the only kind of check the comptroller makes. You have two. 
You have an audit and they check off the amounts and then, in turn, 
the comptroller goes over the companies’ books and checks off the 
amounts. 

Mr. Ciark. That is my understanding of it. 

The CuarrMan. That is your understanding. What do you mean 
by that? You have been there 214 years. I am just wondering 
whether that is what happened. 

Mr. Ciarx. I will be glad to put on an expert witness here to answer 
that. 

The Cuatrman. Don’t you know? You are the manager. 

Mr. CuarKk. That is my understanding of it. 

The CHatrrmMan. Do you know how often you do those audits? 

Mr. Criark. Yes, sir. 

The CuarrmMan. How often do you do those audits? 

Mr. Ciark. We are doing that constantly, sir. 

The CuarrMan. You are doing that constantly ? 

Mr. Criark. Yes, sir. 

The Cratrman. Then the other audit is the annual audit? 

Mr. Crark. That is the annual audit. 

The Cratrman. And is that an audit to see whether you check 
whether they are making money or not making money instead of wait 
ing for the whole period of the contract ? 

Mr. Ciark. That is correct, Mr. Chairman. 

The CuatrrMan. And that is annual? 

Mr. Cuark. That is annual. 
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The Cuarrman. In those audits do you go back behind and see 
what is voing on with reference to the accounts and with reference 
to the operations as to W hether they are padded or anything else ? 

Mr. Crark. Yes: we do. 

The CuHarrman. That is the only kind of an audit where you could 
find it if you looked; is that right? 

Mr. Criark. That is the main audit by which we examine it. 

The Cuairman. I mean if you looked—— 

Mr. Cuark. Yes. 

The Cuatrrman. You could find in that kind of audit any item 
labeled “bogus” or giveaway money ? 

Mr. Crark. Yes. 

The CuHatrman. You would probably find that ? 

Mr. Cuark. May I amplify on this? 

The Cuairman. Just answer that question, please. 

Mr. Ciark. That is my understanding of it; yes. 

The CHatrMan. Yes. 

What do you want to amplify? 

Mr. Ciark. About a year and a half ago we issued— 

The Cuaimman. I mean that is not answering any questions. 

Mr. Ciark. Yes, sir. 

The Cuainman. Now, with reference to these annual audits, have 
you been making them for these 13 subsidized lines? 

Mr. Crark. We are making them now, sir, and they are first certi- 
fied by certified public accounting firms before they come to us. That 
a requirement, 

The Cuarrman. Well, that isn’t an audit by you, unless there is 
satisfactory— 

Mr. Crarxk. That is 

The CuatrmMan. Supplementary information. 

Mr. Cuark. That is correct. 

The Cramman. Now, the fact is you haven’t been making them. 

Mr. Cuark. Mr. Chairman, the—— 

The CuatrMan. Is that a fact—that you haven’t been making them? 

Mr. Crark. It is a fact that to date we have not completed very 
many. 

The Cuairman. No. There are 13 subsidized lines, and you haven’t 
made them for 5 years. So you are 65 audits short. 

Mr. Cuiark. Those— 

The Cuatrman. Is that correct? 

Mr. CxuarKk. I don’t know whether that’s correct or not. 

The Cuatrman. All right, if you don’t know. 

You haven't made them since *47, °48, 49, and °50? 

Mr. Crark. We inherited a terrific backlog there. 

The Cnamman, All right. You have been down there 3 years. 
You haven’t made those yet. 

Mr. Ciark. They will all be completed according to the schedule 
by 1954. 

The Cuamrman. By 1954? 

Mr. Crark. That is our plan. 

The Cuamman. By that time it would be late to find out what hap- 
pened on this so-called annual audit basis. 

Mr. CriarKk. Not the annual audit. 


IS 








PORT OF NEW YORK 61 


The CuaAmman. Not the annual audit. You wouldn't know any- 
thing about these various items, in other words, to take steps to stop 
the practice? 

Mr. Criark. No, sir; I would disallow every item before it was 
completed. 

The CratrMan. Well, you haven’t done anything about it in the 
ye ars you have been there, and the General Accounting Office has had 

hat in each one of its reports since you have been there and you have 
ad no attention to it. You made 4 out of 65; is that right. 

Mr. Ciark. Are you speaking of the annual audits? 

The Cuamman, The annual audits. Isn’t that right? 

Mr. Crark. As to the completed ones, that is approximately true; 
ves, sir. I think that is right. 

The CuatrMan. So that your agency is charged with the respon- 
sibility of these audits, charged with the responsibility of the Ameri- 
can merchant marine, and yet you don’t even do the things you are 
supposed to do by law. How would you expect to find improper 
payments ¢ 

Mr. Cuark. Mr. Chairman, I don’t quite agree with that. 

The CHatrMan. How would you expect to find them ? 

Mr. Cuark. I expect that we will find them insofar as it is possible 
to find them before these audits are completed. 

The CHarrMan. Well, with reference to being 65 short, that excuse 
is what they have been giving down there before you came in, for all 
the years previous, and you have followed the same pattern. 

Mr. Cuark. The fact they are short at the moment gives us every 
opportunity to offset every one of these dollars. 

The CratrMANn. The fact is you followed the same pattern as the 
former Commission. You don’t even do what you are supposed to do 
by law, according to the General Accounting Office. 

Mr. Crark. Mr. Chairman, I can’t agree with that. We have insti 
tuted complete new procedures. 

The CHatrmMan. You haven’t done anything in 2 years on these 
audits. 

Mr. Ciark. That is what we are doing now. 

The CHatrMaNn. I mean you have an excuse. You won't find them 
until you look. 

Mr. Cuark. You can’t find them until you look, sir 

The CuatrMan. That is right. If you wait long enough, every- 
thing will be out 

Mr. Ciark. We don’t intend to wait, 

Mr. Cuarpy. Mr. Chairman, may I ask a question? I want to—— 

The CuHamMaNn. The gentleman from Texas— 

Mr. Cuarpy. I appreciate that. I would like to suggest something 
to you. I am not sure whether you are talking about whether he is 
keeping up with the current year or whether you are talking about 

he entire backlog, and I would appreciate it if you would go into 
that. 

The CuHatrmMan. I am talking about the backlog and I am talking 
about the years he is behind. It is suppos ed to be a new ot utfit, to clean 
up everything, but they have followed the same p: ittern, 

Mr. Cuarpy. Well, as a freshman, I am sort of lost and I would 
like to 


0807 538 5 


























62 PORT OF NEW YORK 





The Cuarman. Everybody else is as to what they do down there. 

Mr. Ciarpy. I would like to find out whether they are keeping up 
with the current matters or devoting all the time to everything that 
antedated your entry into the field. 

Mr. Cuark. Thank you, Mr. Congressman. I would be glad to 
amplify that. 

The Cuarman. Have you made them for 1952—the annual audits? 

Mr. CiarK. We are constantly making these audits. 

The CuatrmMan. Have you made them for 1952! 

Mr. Crark. We have not completed them, sir. 

The Cuarrman. For 1952 ¢ 

Mr. Crark. No. 

The Cuamman. You have not made that? 

Mr. Ciark. We have not completed it. 

The CuHatrMan. Have you made them for 1951? 

Mr. Ciark. No, sir; we have not completed most of these audits. 
They are in the process. 

The CHarrman. Have you made them for 1950? 

Mr. Crark. I don’t remember now what years. We’ve only com- 
pleted a few of these audits. 

Mr. Ciarpy. What is your target date on the 1952 audits? 

Mr. Ciark. Mr. C lardy, we expect to complete all of these annual 
audits and the cost in this field by the end of fiscal year 1954. 

Mr. Crarpy. I heard that. 

Mr. Criark. Yes. 

Mr. Ciarpy. I am interested only in the moment—whether you have 
turned over a new leaf and are going forward on 1952. 

Mr. Criarx. Indeed we have instituted new procedures to attack 
every one of these audits. The certified public accounting firms certify 
them and go through them before we get them, which is a new pro- 
cedure and it diminishes the amount of work we have to do on the 
others by virtue of having the best kind of public accounting firms 
do the job before we get them; and the law provides, however, we make 
another check. It does not excuse us. 

Mr. Ciarpy. When w rill the 1952 ones be finished, in your judgment? 

Mr. Cuark. The 1952 ones will be finished in the fiscal year 1954, 
beginning July 1. 

Mr. CLarpy. You have answered the question. 

Mr. Ciark. Yes, sir, and all the others will be finished, we hope, 
by the end of 7°54. 

The Cratrman. With reference to the subsidized lines, since you 
read in the newspaper and you have now gone up and made a check, 
a audit, have you called all the subsidized lines in or have they come 

, and told you they had been forced to make payments ? 

“ike Ciark. To my knowledge, no subsidized lines have come to the 
office and told us anything about this or asked for any assistance. 

The Cratrman. Then, you are back 65 audits, and they didn’t have 
any chance to tell you because you didn’t make the audits, as to what 
was going on? 

Mr. Ciark. I don’t believe that particularly follows, Mr. Chairman. 

The CuatrMan. Well, does anything follow in the Maritime Com- 
mission, the same as anywhere else ? 

Mr. Cuark. You can’t complete these audits until the permanent 
rates are established. 
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The CHarrMan. Well, how does that go into rates? 

Mr. Ciarx. Well—— 

The CuarrMan, It doesn’t go into rates if they have to pay more. 

Mr. Cuark. You pay the sabe on the yearly basis, on the basis 
of what the differential rate is between the foreign ship operation 
cost and the domestic operat ie: cost. 

Now, that’s a very important point. You say we’re back on these 
audits. The law requires that you pay 75 percent on advance account. 
You can pay up to-—on advance—75 percent of subsidy accrual. Then, 
upon the conclusion of annual audits—— 

The CHarrMan. Which you don’t make. 

Mr. CLtark. You can pay 90 percent: but in concluding those annual 
audits you have got to also have your rates, your permanent rates, 
approved. 

The Cuatrman. Yes, but you don’t dothat. ‘The ¢ ongress intended 
that you do what it says, but you don’t do that. 

Now, with reference to foreign shipping, what do you know about 
their payments which affects the rates on the subsidized items, because 
you are trying to even out American costs ? 

Mr. Ciark. That is correct, Mr. Chairman. 

The CuatrmMan. What about these foreign shipping 
making these payments? Have you examined into that? 
Mr. Ciark. We have examined into the foreign costs. 

The CnarrMan. I am talking about these payments in New York. 

Mr. Cirark. We would do that, it seems to me. 

The CuairMan. Oh, you would do it / 

You haven’t done it. 

Mr. CuarK. Only if it was a subsidizable item. 

The CHatrmMan. I am talking with reference to what the foreign 
companies pay, which affects shipping cost. Have you checked into 
that ¢ 

Mr. Criark. We have no way of checking into what the foreign 
companies are doing in all of the countries; but we do have a way of 
checking on what they pay on the five subsidizable items, and we do 

do that. 

The CHatrRrMAN. How much of these payments have the subsidized 
lines — out up in New York that you have read about ? 

Mr. Ciark. I can give you the figures in the audit report here, Mr. 
Chairman. 

The subsidized lines was—— 

The CHarmman. That was taken out of the subsidized lines’ ac- 
counts, after the New York Crime Commission had testimony on it; 
correct ¢ 

Mr. Cuark. Yes, sir 

There are three lines here with a total— 

We will have that for you in just a moment. 

The total figure, Mr. Chairman, for subsidized lines—the 3 cov- 
ered—is $64,624. That is according to this report and this audit. 

The Cuatrman. You say “according to this report.” 

Mr. Ciark. That involves—— 

The CuarrmMan. Don’t you take any responsibility for it? 

Mr. CriarKk. Oh, yes, sir. 

The Crairman. You say it as though it were somebody else. 

Mr. CrarK. Oh, no, sir; I don’t mean to infer that. 


companies 
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The Cuamman. What were you able to get out of the testimony 
New York with reference Lo oifts to companies ¢ Is that some- 


ip ll 
thing like a couple of hundred thousand dollars in gifts to companies, 
company employees, and officers of shipping companies ¢ 


Mr. (LARK. ‘I here have been seve ral of those Those we can pull 
out of the list here for you. It will take a little time. 

The CuHarrmMan. Isn't it about 275,000 7 

Mr. Crark. I think 

The CuHatrMan. Isn’t that right? 

Mr. CLARK. | think that’s right. 

Mr. Sraxem. Approximately, Mr. Chairmat We ean submit the 
exact figures. 

The CHAIRMAN 
ence to costs 4 

Mr. Ciark. These 

The Cuairman. Could you answer that question ? 

Mr. CuarK. I am going to. 

Only if it affects the recapture. That is the thing I was trying to 
get across to you the other day. 

The Cuatrrman. Yes, but if you don’t make the audits how many 
years do you have to let it run to find out? 

Mr. Cxrarx. Mr. Chairman, these audits are moving fast. They'll 
be through in 1954. They are cleaning up a tremendous backlog that 
we inherited. We're doing’ the best we can. 

The CHarrmMan. Since you have been down there, the General Ac- 


Doesn’t that affect operations indirectly with refer 


counting Office has made a report against you each year, claiming you 
didn’t do it, or that you don’t do it. 

Mr. Crark. But the General Accounting Office 

The Cuarrman. You can’t push it all back on the old 

Mr. Crarkx. The General Accounting Office has given us a lot of 
help In this regard. They know where we're moving. They know 
we're doing the best we can, and I think the future picture on clean- 
ing up this mess which we inherited will soon be cleaned up and, when 
I say “soon,” I mean in a fiscal year. 

The CHAIRMAN. Well, if you take care of what you're doing while 
you're going along and keep these audits up to date, maybe you will 
do something. 

Mr. Crark. Mr. Chairman, my staff has been working night and 
day on many of these problems. 

The Cuarrman. Yes, I’ve heard that story before. 

Mr. Bonner. 

Mr. Bonner. I will pass at this time. 

The CuatrmMan. Mr. Tollefson. 

Mr. Tortuerson. Just for the benefit of the record and some of us 
who keep forgetting, will you tell us what the subsidizable items 
are é 

Mr. Crark. The subsidizable items, Mr. Tollefson, are: Wages: 
nsurance; the third category is stores, supplies, and equipment which 
oTO ped together: the fourth class IS maintenance and repair ; and 
the fifth one is insurance. 

Mr. Totuierson. You mentioned insurance. 

Mr. Cxiark. ’m sorry—subsistence. 

Mr. Toriterson. Now, you have mentioned rates. That is not a 
subsidizable; yet, you mentioned the word “rates.” 


ST 


PORT OF NEW YORK bo 


Mr. Cuiark. Rates; yes, sir. On these 5 subsidizable items, Mr. 
Tollefson, we have to take the amount and cost on each one of the 5 
items for a given type of ship. Then we have to cost that given type 
of ship as if it were being operated under a foreign flag. They have 
cheaper wages, cheaper this and that. Then we compute that out on 
each 1 of the 5 subsidizable items and we come up with what we call a 
differential. In other words, let’s say the competitor is a French line 
and his wages mé y be 60 percent of the American wage cost, or it may 
be in the cost of the subsistence 35 percent, and we come up with 
these different percentages. ' 

Now, then, the theory of parity under this act is that the American 
operator W ill be charged at no more cost than his foreign competitor, 
you see. 

That’s the theory of it, and we attempt—are attempting—to arrive 
at the proper equalization of cost. by these rates on all five of the items. 

Mr. Totterson. And the amount of subsidy you pay them, or the 
Government pays, is this differential 

Mr. Cuark. That is correct. 

Now, I might say to you, Mr. Tollefson, if I might venture here 
some additional information, it was estimated when we took this job 
over in 1950 that we had a 7-year backlog in rates. When we came in 
there—— 

Mr. Cuiarpy. Explain that right there, if you will—what you mean 
by backlog of rates. 

Mr. Criark. I mean there were no permanent rates at all in 1950. 
You see, the subsidized operations resumed in 1947 after the war. The 
subsidy was out during the war because the Government operated all 
the ships. Now, these subsidized contracts were supposed to resume 
January 1, 1S 147, but when we came in, in 1950, there were no perma- 
nent rates. 

Mr. Totterson. Now, when you say “rates”—you used that term 
several times—just exactly what do you mean? 

Mr. Crark. It’s the operating—what we call the operating—subsidy 
differential rates, which is the difference between the foreign and 
domestic cost. 

Mr. Totierson. Now, when you say “rate,” you have reference to, 

say, the 35 percent differential ? 

Mr. Ciark. That is correct, on these five items. 

There were no permanent rates, gentlemen—the lady is not here, 
I’m sorry. 

There were no permanent rates, and there was a dearth--I say 
this without criticism to my predecessors; they had a terrific job after 
the war, but the facts are there was a dearth of foreign cost in that 
office. 

Mr. Totterson. That raises a question—— 

Mr. CuarK. Yes. 

Mr. TotieFson. That I wanted to ask a little later, and I might as 
well ask it now. 

Mr. CrarK. Yes. 

Mr. Totiterson. You say there was a dearth of permanent rates? 

Mr. CuarK. There was. 

Mr. Totierson. There weren’t any permanent rates? 

Mr. Criark. There was a dearth, Mr. Tollefson, of foreign cost 
information upon which to base a rate. 
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Mr. TotieFson. All right. Now, is it my understanding that if you 
had sufficient information you — establish a permanent rate ? 

Mr. Ciark. (¢ Yh. yes, inde se d,s 

Mr. Totuerson. Well, now, don’t you watch—I’m just asking for 
your information—constantly the foreign cost? What if they increase 
in the meantime ? 

Mr. Cuark. Then the rate changes. 

Mr. Totterson. How fast can you keep up to date on that # 

Mr. Cuark. Well, we— 

Mr. Totierson. How current can that be? 

Mr. CrarK. That is an excellent question, Mr. Tollefson. I would 
like to pursue it. 

By June 30 of this year our present schedule—and it’s going to be 
a little late because we had the flu knock my office out a bit—we had 
planned to finish and have them all recommended to the Federal 
Maritime Board, all of the permanent rates, for 1947, for 1948, for 
1949, 1950, 1951. and 1952. by June 30 of this year, and our schedule 
was that we would only miss it by a couple of years in insurance and 
2 or 3 years, maybe only 2. in maintenance and re Ds uir. That was our 
schedule and we will probab ily carry over a little bit now because of 
the flu, which hurt our staff. 

Now. that is. and I don’t mean to be here self-serving, but I must 
say to you that if it was true that looked like a 7-year backlog because 
we had to go over foreignwise and get all this information in the 
foreign countries—it was a terrific task—we will have liquidated a 7- 
year backlog in approximately 3 years. 

I don’t mean that as a self-serving statement. I just wanted to get 
that into the record. 

Mr. Totierson. Well, now, then, coming back to that question, which 
[have inmy mind 

Mr. Crark. Yes, sir. 

Mr. Totiterson. How current can you keep up with foreign costs? 

Mr. Crark. Well, Mr. Chairman 

Mr. Touiterson. I assume they change just like our costs do. 

Mr. Crark. That also is a very good question, and the answer is 
that we intend to keep current once we get current. 

Mr. Totierson. Well, do I assume from that you haven’t been cur- 
rent up until now ? 

Mr. Criark. Oh, we couldn’t, sir. We had this 7-year backlog on 
our hands. We had to get—— 

Mr. ToruErson. Then. asa protec ‘tion, asa prote cl ion, you say, as I 
unde rste and you, when you pay your subsidy you are permitted to pay 
upto7 id perce nt ? 

Mr. Criark. That’s without a permanent rate, and that’s what we 

eall adv: ance payments in order to get the lines money; and, you see, 
this 25 percent which we hold back gives the Government plenty of 
protection. 

Mr. TotiEerson. Well, that— 

Mr. Cuark. If the rates 70 up or dow) 

Mr. Totterson. Is what I was going to ask you. Is that 25 percent 
you retained adequate protection for any change in costs? 

Mr. CiarKk. We have found it more than so. 

The CuarrMan. How do you find it if you are 65 audits short ? 
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You said you found it ? 

Mr. Cuark. Yes. 

The Cuamman. When you are 65 short, I don’t see how you find 
anything, if you don’t even have the audit. 

Mr. Criark. The audit has to do with the expenses against the reve- 
nue upon which recapture is determined. 

The CuatmrMan. Well, listen, if you will, and answer the question. 
How do you find it when you don’t make the audit? 

Please answer that question. 

Mr. CLARK. By comparing some of the old tentative rates with the 
new permanent rates that have been concluded and making those 
estimates from that point on. 

The CuarrmMan. Then, you claim without making the audits you 
can make the determination ¢ 

Mr. Cuark. I can within that range; yes, sir. 

The Cuatrrman. Well, then, we probably should amend the law and 
not require the audits any longer. 

Mr. Crark. I think we have to—— 

The CHatrMANn. Pardon. 

Mr. Cxiark. To conclude the actual expenses attributable to the 
Government, we must. 

The CuHarrMan. Should we amend the law and do away with the 
annual audits if you can determine it otherwise? 

Mr. Ciark. No; I would not suggest that, sir. 

Mr. Totierson. Now, then, is it easy to determine foreign costs? 

Mr. CuarKk. It is a very difficult task. 

Mr. Totxierson. In other words, the foreign firms aren’t going to 
freely give you information? 

Mr. Criark. It’s very—that’s correct. 

Mr. Totierson. We are talking about operation subsidies now. 

Mr. Crark. Yes, sir. 

Mr. Totterson. What would you think of gaining information on 
construction subsidies from the Navy, as suggested by Mr. Bonner 
here last week? Do you think we could get any good information 
here ? 

That is construction subsidies, I know, but—— 

Mr. Cuark. That, I am advised, sir, we could. 

Mr. Bonner’s suggestion was a good one, and it’s already in the mill. 

We are pursuing it along that line, Mr. Bonner. 

Mr. Totierson. That is all, Mr. Chairman. 

The CrarrmMan. Mr. Boykin. 

Mr. Allen 

Mr. Atien of California. Mr. Clark, I was asking a few days ago 
if you had any estimate, first, of the total amount of payments that 
were made on these subsidies, whatever the total figure you want to 
work from was, and the amounts that have gone into these payments 
which are questionable—the goodwill payments, and so forth—and 
the percentage that the smaller figure is of the larger. 

Mr. Cuark. The witness would like to ask for a little clarification, 
Mr. Allen. When you say “the total subsidies,” are you talking about 
the total subsidy money that has gone into this? 

Mr. Auten of California. I am trying to figure out what propor- 
tion of the Government money we are talking about when we talk 
about illegal payments. 
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Mr. Crarxk. Yes, sir 

May I pursue that then a little bit? 

Mr. ALLEN of California. Yes. 

Mr. Ciark. This does not result in a loss to the Government unless, 
and only, with respect t to the recapture. 

Let me ampli fy it, f I may. 

We take the total oper iting expenses of the company. Wet hen té ake 
the total operating revenues of the company, and we come up with a 
net profit. That is after taxes and after subsidy. 

Now, a steamship com pany holding a subsi ly contract is permitted 
to make 10 percent on its capital necessarily employed, then the 
Government recaptures 50 percent. If they make enough that that 
50 percent In excess of 10 percent on thei ir ¢ apits al necessarily em- 
ployed equals the amount of subsidy they got, then they’ve cleaned the 
slate and paid it back and they’re in what we call a 100-percent re- 
c aptur: ab le position. 

Now, if a company has not made 10 percent on its capital neces- 
sarily emp yloyed, and if such of these items as they have paid out— 
these so-called improper payments—does not carry them above that 
10 percent, the Government hasn’t lost anything. Irregardless of how 
much they have paid for this kind of thing, unless the absence or the 
auditing of this thing takes them over the 10 percent, the Government 
hasn’t lost anything. 

The CuatrmMan. Even if the Government hasn’t lost anything, how 
does that help the American merchant marine—— 

Mr. ALLEN of California. Point of order, Mr. Chairman. 

The Cuatrman. If you stand by and don’t—— 

Mr. Auuen of California. May I pursue that question ? 

If there is a recapture of any amount, then an illegal payment 
would have increased the amount and, in that sense, affected the 
recapture, would it not? 

Mr. CrarK. That is true, sir. 

Mr. Auten of California. Now, to get the recapture figure, you 
must somewhere or another come up witha figure of the total subsidy 
owed. 

Mr. Cxuark. That is correct. 

Mr. Aten of California. Now, what is that figure for a year, on 
any basis you want? : ; 

Mr. CuarK. The total subsidy owed for all the lines— 

Mr. Auten of California. All the lines. 

Mr. CuarK. Mr. Congressman, I have that in detail. 

Mr. AuLEen of California. All I want is the total figure. I suppose 
it is 83 million, or something like that a year. 

Mr. Crark. The estimated subsidy payable, and this is very close— 
it may change some by the final audit—is $151,617,829, and that is for 
the entire period beginning 1947, July 1, when subsidy resumed, 
through the fiscal year 1952. 

Mr. Auten of California. Now, taking the same period, have you 
any estimate of the total amount that is questionable, that has been 
paid out and is questioned because of illegality, because of goodwill 
payments, because of rackets or anything of that sort ? 

Mr. Crark. $64,824. 

Mr. Aten of California. And of 123 million—— 

Was that the figure’ 
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Mr. Sraxem. A hundred and fifty-one million. 

Mr. Crark. A hundred and fifty-one, sir. 

Mr. Auien of California. Of that $151 million, $64,000 is the ques- 
tionable item ? 

Mr. Ciark. That is correct, sir. 

And let me say this: Only that portion of the $64,824 is accounted 
against Government dollars if the company was in a recapturable 
position. 

Mr. Auten of California. Well, the next question is this: Are there 
any companies that paid out any part of the $64,000 that are in a re 
capturable position, or close to it ? 

Mr. Crark. Let’s see— 

Mr. Allen, 1’m not—I have to be a little uncertain about this. I will 
check it and enter it into the record. 

I will say this: That certain of these three are in a recapturable 
position. Whether they all are as of the moment, I don’t know. You 
see, it changes, goes up and down, by the year. 

Mr. Aten of California. I take it, for my own information, there 
are three companies that may be in a recapturable position ¢ 

Mr. Ciark. There may be. However, there may be only two. I 
will check it and enter it into the record for you. 

Mr. Auten of California. Have you any idea how much of this 
$64,000-plus was paid out by these 2 or 3 companies / 

Mr. Cuark. We're still auditing that. 

Do you-—— 

Mr. Sraxem. I’m sorry, sir—I didn’t get that question. 

Mr. Auten of California. How much of the $64,000-plus, if any, 
was paid out by these 2 or 3 companies ¢ 
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Mr. Sraxem. All of the $64,000 was paid out by the three subsidized 
companies we're discussing. 

Mr. Auten of California. Well, do I take it from that there were 
no other questionable payments by any other companies except those 
three ? 

Mr. Stakem. No. I can say to that we are making an investigation. 
We have five men on this task, and before we are through all of the 
companies—not only the subsidized, but all of the shipping com- 
panies—that had bareboat charter ships from the Maritime will be 
checked on that point. 

Mr. Aten of California. Do you have the total subsidy that has 
accrued over this period you mentioned for the 2 or 3 companies that 
are involved ? 

Mr. Srakem. Yes; we do. 

Mr. Auten of California. What is that total? 

Mr. Staxem. I can break that down. 

For the first company the estimated subsidy payable is $12,254,103. 

The second company—the estimated subsidy payable is $16,469,804. 

The third company—the estimated subsidy payable is $26,033,363. 

Mr. Atuen of California. About $57 million involved in subsidies 
payable and $64,000 questionable payments. 
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Mr. Sraxem. As I say, Congressman, our checks and our audits 
and our investigation } as not been completed. 

Mr. Auten of California. Well, one other question in regard to the 
vudit: If vou make an audit so many years or so many months after 
the expenditure is to be checked, how can you tell that the item shown 
n the books was actually used for the purpose shown ¢ 

Mr. Sraxem. The only way you can tell that is to check the supports 
that are behind the vouchers, themselves, and you can’t completely 


insure yourself against a loss of that kind. 


Mr. Auten of California. Well, isn’t it true that you can only de- 
termine with regard to large items and check in a way on spot checks 
to determine what percentage of it is involved ¢ 

Mr. Srakem. That is involved. 

What you do, you determine through experience the manner in 
which those costs are usually put on the books of vour operator and 
then your accountant will use that in his selective audit and selective 
tests, and he will go into those accounts and he will analyze those 
accounts and question anythin og that doesn’t look proper. 

Mr. Auuen of California. Do you have spotters or something of 
that sort that are continually on the job when the actual transactions 
are be Ing made to vive you some information for comparison with 
what the books later show ? 

Mr. Srakem. No spotters; no, sir. 

Mr. Auten of California. That is all. 

The Cuatrman. Well, in these 65 audits you haven’t made, you 
might discover more than $64,000 ¢ 

Mr. Ciark. We might; yes, sir. 

Mr. Strakem. Yes. 

The Cuairman. And by letting them lapse that long, the possible 
loss of so-called supporting evidence by which you could check behind, 
the longer you delay the less chance you have of finding anything; 
isn’t that correct ? 

Mr. Cuark. I would not think so, sir. 

The CHatrrman. All right. 

Mr. Garmatz. 

Mr. Garmatz. Nothing at this time, Mr. Chairman. 

The CHamman. Mr. Seely-Brown. 

Mr. Srety-Brown. Mr. Clark, there has been frequent reference in 
the questioning and the answers this morning to 65 audits that are 
not complete. How many audits are complete ? 

Mr. Cuark. There are, I think, on this, on the annual audits, four. 

Is that right? 

Mr. Srakem. Yes. 

Mr. Cuark. Four are complete at the moment. 

Mr. Seety-Brown. And the $64,000—approximately $64,000 re- 
ferred to as intentionally goodwill payments—that figure was deter- 
mined on the basis of four audits that have been completed ? 

Mr. Crark. No, sir. 

Mr. Sraxem. No, sir. 

Mr. Cuiark. This was on a special investigation in New York which 
we made. 

Mr. Seevty-Brown. On how many audits? 

Mr. Staxem. Well, sit 
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Mr. See.y-Brown. I mean on the completion 

Mr. Srakem. I think I should explain that this way, Congressman: 
That we have put a special staff on the disclosures of the New York 
Crime Commission, and that, as they go through the testimony and 
as they go into the private testimony that was gathered—I think a 
total of 14 months by the committee’s investigators—then they go 
into the shipping companies that are our contractors to make a special 
audit. That is above the subsidizable audits and it is above the an- 
nual audits that will be conducted. ‘These are special audits to spot 
check these items and to check the accounts in which these items are 
exposed. 

Mr. Srery-Brown. What I am trying to do in my owh mind, sir, 
is to determine the significance, if any, of the $64,000 item which is 
being referred to—whether that item has any real significance in view 
of the incomplete record to date. I appreciate some of the problems 
you have in bringing the record up to date, but I am wondering 
whether that $64,000 figure actually means anything at this point. 

Mr. Sraxem. It does not. Congressman. It means that is what 
has been found so far in our investigation in three companies. 

Now, when we get finished, I imagine the figure will be higher. 

Mr. SrEe.y-Brown. Well, those are three companies that you have 
checked. 

Mr. Srakem. Yes. 

Mr. Srety-Brown. How many companies are left that you have 
to check? 

Mr. Sraxem. There will be quite a number. It would mean a 
check of approximately every one of the large shipping companies, 
because most of the shipping companies are bareboat charter of Mari- 
time. So, it doesn’t only mean the 13 companies that are subsidized 
lines. It means a check of every company that had a bareboat charter 
with Maritime. 

Mr. Srety-Brown. In other words, the $64,000 is the result of the 
check actually of the records of just three ? 

Mr. StaxemM. That’s right, sir. 

Mr. Seetey-Brown. And that, in addition to the 13, it is not only 
3 out of 13; it is 3 out of a much larger figure ? 

Mr. Stake. That’s right. 

Mr. Stety-Brown. I’m just uncertain in my own mind still as to 
whether the $64,000 is even the $64 question the way it is being pre- 
sented here. 

Mr. Staxem. Well, the $64,000 is only as to three subsidized lines. 
We have in addition to the 3 subsidized lines conducted special audits 
on 2 other bareboat charterers that are not subsidized lines, and the 
same kind of payments that we found in those company records moves 
the figure up to $78,758.04 that we have found thus far. That’s—— 

Mr. Srety-Brown. In other words—— 

Mr. Staxem. From the special audits. 

Mr. Srety-Brown. In other words, as you have gone from 3 to 5, 
the amount is increased from $64,000 to $78,000 ? 

Mr. Sraxem. That’s right, sir. 

Mr. Seety-Brown. And how many more would you say you have 
to go? 

Mr. Staxem. I would have to count a large number of shipping 
companies to arrive at the total number of companies that had bare- 








72 PORT OF NEW YORK 


boat-chartered ships from Maritime. I can submit that into the 
record. The effect on recapture will only be as to 13. 

Now, on the bareboat charters, the effect will be on the additional 
charter hire that may be payable to the Government as a result of the 
profits from the bareboat-charter operation ; but if payments of this 
kind have been made by companies that have bareboated ships from 
Maritime, recapture of additional charter hire may be involved—and 
that’s what we’re looking for. 

Mr. Seety-Brown. Can you tell me this, sir: As I understand it, 
there are five items on the subsidy list. Now, when you check those 
five items, are these so-called coodwill payments involved in any one 
of those particular items / 

Mr. Ciark. No. 

Mr. Sraxem. No: they are not, sir. 

Mr. Sreecty-Brown. You have found no evidence of that? Where 
you are checking your costs, and all the other five items, you find 
you are reasonably certain in your own mind, then, as to the accuracy 
of the figures as they are presented to you, that they cover just the 
items listed and no others? 

Mr. Sraxem. Yes. I think our auditors are experienced in the 
checking of the subsidizable items and, as proof of it, I have a record 
here since 1947, in the recapture, second recapture period, that they 
have disallowad in subsidizable items or expenses—that is, amounts 
charged by the operator but disallowed by our auditors—$4,853,000. 

Now, that’s an indication that they are looking at it closely and 
that they have experience in what to watch for and how to check the 
supports to the expense, even on the subsidizable items. 

Mr. Srety-Brown. You feel that racketeering has in any way af- 
fected the five items on your subsidy list ? 

Mr. Sraxem. I’]] have to 

Mr. Srety-Brown. In other words— 

Mr. STakEM (continuing). Hazard a guess. 

Mr. Srery-Brown. You have compared your costs with everybody 
else’s costs, but how much is everybody hooked ? 

In other words, you are comparing the cost of company A and 
company B and the experience in the European country, but how 
many of them are all hooked by the same deal to start with ? 

Mr. Sraxem. Well, I will have to start by saying I don’t have any 
details of the payments such as this that are m: ade on the foreign side 
by the competitors of the American shipping companies. 

Mr. Sre.y-Brown. Yes. 

Mr. Crark. Our Subsidy Office could speak on that; and my con- 
clusion, from working with my Subsidy Division on this, is: In the 
identification of the wage cost, foreign—and, by the way, let me add 
all these wage costs, foreign, are checked through the Maritime at- 
taché who makes investigations, also foreign, which come through the 
State Department to us—these are the kind of items that have been 
carefully screened out before they tell us what the foreign cost is be- 
cause, first of all, stevedoring is not a subsidized item and this kind of 
thing, it seems to me, could enter in only where it is hidden in the 
wages. 

From my knowledge, first-hand review of what the Subsidy Office 
has done, I feel reasonably safe that in arriving at these differentials 
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we are not too much, if any, open to any inclusion in the subsidy rate 
with respect to this kind of payment. 

Mr. Sre.ty-Brown. That is 

Mr. Crarx. And I might answer that in all the permanent rates 
which we are approving we are working closely with the General Ac- 
counting Office, and I believe, for the most part, they have preaudited 
all of them before we send them to the Maritime Board. There is a 
very close working relationship there. 

[ to date have had—I believe I am safe in this assumption—in fact, 
I feel I am sure—fairly sure—the General Accounting Office has of- 
fered us no criticism with regard to the methods or the results so far 
in the establishment of these permanent rates. 

I believe it’s one of the highlights of our organization, and I don’t 
again mean to be self-serving here. I want to give you the benefit of 
what I feel is true. I think that we’ve been very careful in this area. 

Mr. Srety-Brown. In other words, you feel that you have done 
everything you could to properly check into any items which might 
be hidden ? 

Mr. Cuark. Yes, sir; I do. 

Mr. Seety-Brown. In any of the five items which you listed 
subsidizable items ? 

Mr. Criark. I feel that that is true. 

Mr. Srety-Brown. That is all, Mr. Chairman. 

ae CuatrMAN. In answer to Mr. Seely-Brown’s question, you 

id your audits disclose that you have found, since this investigation 
went on, some $64,000. Well, for your information, $50,000 was men- 
tioned in the testimony, and then besides that $975,000. So, I am just 
wondering what you found by your audit. 

Mr. Cuark. Well, I'm not saying in 

The CuarrmMan. You just told me you audited that. 

Mr. Ciark. I’m not saying foreignwise they don’t have such pay- 
ments. What I said to Mr. Seely-Brown was that in the determina- 
tion of the foreign costs, as it related to the differential- 

The CuarrMan. I am not talking about that. You said your audits 
disclose this. This was in the Crime Commission testimony. Why 
do you try to make us believe you found this? You haven’t found 
anything yet. 

Mr. Ciark. I was not speaking of New York, sir, when I answered 
that question. 

The CuatrmMan. Well, that is the same sort of answers you give all 
the time down there—— 

Mr. Ciark. I’m trying to 

The CHarrMan (continuing). Not honest answers. 

Mr. Crark (continuing). Be helpful, Mr. Chairman. 

The Cuarrman. And with reference to talking about recovering 
additional charges and putting that in as costs—that is fraud. 

What have you done with reference to the Federal Bureau of In- 
vestigation or the Department of Justice? Will they have to find it 
all? 

I understand they put 200 men up there. 

Mr. Crark. We are working very closely with them. 

The Cuairman. You are working closely with them. 

Mr. Crark. And my investigators are former FBI men. 
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Che Crarrman. Have you turned over anything to them on this 
covery ¢ 
You talk about recove ry. It sounds ve ry nice, but it is fraud for 


evervbi uly ‘Ise e xcep it for the Mai itime ( ommission. 

Mr. Crark. What I said was: When we close these annual audits, 
I’m roing to—-—— 

The Cuatrman. And you are 65 short. 

Mr. Ciark (continuing). See to it that not one inappropriate item 
identified in any one of these investigations is paid out, because I 
will disallow it in the accounts. 

The CHatrman. Well, we will have to have the General Accounting 
Office check everything you have done bec ause you haven't done any- 
thing up to now. 

Mr. Ciarx. They’re a very good organization. I'll be very happy 
to have them. 

Mr. Srevty-Brown. By law they are required to do so. 

Mr. Cuiark. They’re required to by law. 

The Cuatro am Yes, but leg: lly ‘the y are wae required to le ad you 


around by the hand and s “This is illegal: this is wrong. They 
hs ive been trying to lead ™ ib vy the hand for ame 
Mr. Cuarkx. Well, Mr. irman—— 


The CuarrMan. And get oon to make these annual audits, and you 
won’t do it. 

Mr. Criark. I believe we are walking alone a little more now, and 
I will be glad to have any he ip which the Accounting Office will give us. 

The CHatrmMan. Mr. Shelley. 

Mr. Robeson. 

Mr. Roseson. No questions. 

The CHatrrman. Mr. Keogh. 

Mr. Delaney. 

Mr. Dies. 

Mr. Dies. Mr. Clark, I want to ask you a few questions just to sat- 
isfy myself, and I perhaps will expose my ignorance, but the only 
way I can understand this is to ask questions and permit you to an- 
swer sien. 

Now, as I understand it, the law requires you to audit each account? 

Mr. Crark. That is correct, 

Mr. Dies. That has to be ee for the protection of the Govern- 
ment ¢ 

Mr. Crark. That is true, sir. 

Mr. Dries. But you have an additional protection there in the in- 
terim, in that you retain 25 percent ? 

Mr. Ciark. That is correct. 

Mr. Dies. And you have found by your long experience that that 
is ample? 

Mr. CrarKk. That is correct, s 

Mr. Dries. To protect the Government ? 

Mr. Criark. Yes, sir. 

Mr. Diss. The audit is essential, is it not ? 

Mr. Crark. It is, sir. 

Mr. Dries. At d it is certainly desirable to have it current ? 

Mr. Cuark. Yes, sir. 

Mr. Dies. Your department has failed to keep it current? 

Mr. Crark. May I amplify that? 
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Mr. Dies. I am not condemning you—— 

Mr. Cuark. I understand, Congressman. 

Mr. Dies. Just stating a fact. 

Mr. Cuark. I understand, Congressman. That is a very good 
question, 

May I amplify that? 

Mr. Dies. Yes. 

Mr. Crark. The idea—we might leave here a false impression 
which I, without being too detailed about it, prefer not to leave— 
and that is that the new Maritime Administration has been negligent 
in these annual audits. 

Let me say in the course of these 214 years we have liquidated 
all the old War Shipping accounts of the last war—all of them. 

We have taken a backlog of construction audits which we inherited 
and we have practically liquidated all of those construction audits. 

We inherited 5,000—approximately 5,000—exceptions taken by 
the General Accounting Office. We have liquidated all of those, 
until where now the exceptions in the General Accounting Office 
are far below the minimum for any agency our size, and all of them 
to date are from the old Commission. 

We have—my last record—only one exception from the General 
Accounting Office. That was for $50, and we got together with 
hem and that exception Was withdrawn, so that today we have 
none, 

That comes in part, let me say—I want to give credit to the Gen 
eral Accounting Office. They have worked with us currently on kind 
of a joint preaudit basis. 

Now, there is a tremendous amount of financial backlog that we've 
liquidated in that agency. 

Mr. Digs. And you offer that—— 

Mr. Cxiark. I offer that to say to you, sir, that we are now where 
we can give preeminent attention to the liquidating of these annual 
audits; and let me say some of them have not been submitted fro 
the lines, and I can’t audit them until they are submitted. by the 
lines. 

These 65 audits are not a backlog in our oflice yet. Some of them 
have not even been submitted. 

Now, I say to you that we are now in a position to attack force 
fully over the ensuing fiscal year, beginning July 1, and our schedule 
calls for that, to attempt to get completely current with regard to 
not only the charter audits but also the annual audits of subsidized 
lines, 

Iam happy the ¢ ‘ongressman Vave me an opportunity to vet that 

Mr. Dies. Well, the only way I can understand is when a witness 
does have an opportunity to answer. 

Mr. Ciark. Thank you. Lappreciate that. 

Mr. Dies. Now. Mr. Clark. would it be the policy of your Com 
iiission in the future to keep these audits current / 

Mr. Cuark. Yes, sir. 

Mr. Dies. You feel, however. that the faih re to do som the past 
will not cost the Government any money ! 

Mr. CiarK. I feel that that is true. I feel insofar as humanly pos 
sible, and humanly possible to identify anything inaccurate. I guar 





antee this committee that it will be disallowed, and disallowed prompt 
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ly. Not a single item in this investigation or any others that I may 
find will be left untouched. I will disallow it. 

Mr. Dries. But, of course, it is a fact that so far as your auditors 
are concerned, and your personnel, you never discovered any of the 
irre oils arities that h: ave come to light with respect to so- called good- 
will payments? 

Mr. Crarkx. Congressman 

Mr. Dies. In other words, all that you have done is simply this: 
When the disclosures started in New York, you sent an observer there? 

Mr. Cuark. Yes. 

Mr. Dies. And when the observer learned of questionable items, 
you checked those against the accounts ¢ 

Mr. CuarkK. Yes. 

Mr. Dies. And on the basis of the information you secured, you 
found $64,000 questionable items; is that correct ? 

Now, if it isn’t, I want you to— 

Mr. Ciark. I want to say my knowledge of the Congressman’s past 
experience in interrogating is showing up now, because the questions 
you are asking, sir, are excellent ones and it brings out exactly what 
] would like to vet over here. 

I am submitting today, sir, to the chairman of your committee the 
complete list of disallowances made by this administration over these 
years. 

Now, the part of your question, I think, related: Have we ever 
disallowed any of this! 

We've disallowed a great many things, which I’m filing for the 
record. I think we’ve disallowed a lot of these things, but under 
other headings, you see, and I want—I can’t overemphasize this 
point—it has been testified by experts in the accounting and auditing 
field that the best accounting and auditing procedure in the world— 
that of Haskins and Sells, that of Price, Waterhouse—bring in who- 
ever you want—and, by the way, all of these are audited by firms of 
that nature before they come to us. 

Mr. Dies. Now, who has that audit made before it comes to you? 

Mr. Cuark. The subsidized lines. 

Mr. Dies. They have an audit made of their own? 

Mr. CuarK. Yes. 

Mr. Dies. Is that required ? 

Mr. CLARK. ‘J hey are required Lo, by the best accounting firms. 

Mr. Dies. So, you have that audit? 

Mr. CuarKk. That’s right. 

Now, we do a postaudit after that. Now, some of these—— 

Mr. Dies. And you, of course, use the same system of auditing the 
other Government agencies use—the ap proved orthodox system ? 

Mr. Ciark. Yes, sir, and we are being assured that the type of se- 
lective audits that we used—we have met with the General Account- 
ing Office; we have brought in our people—— 

Mr. Dries. You have spot-check audits ¢ 

Mr. Crark. Yes. We call them selective audits. 

Mr. Dies. Selective. 

Mr. Cuark. They have been agreed to by the General Accounting 
Office; and we have met with the General Accounting Office, trained 
our people in the field—called them in to be trained—and sent them 
back. 


-—- 
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Mr. Dries. Now, let us assume, having audited, that you find a sub- 
sidized company that has not, exceeded its 10 percent profit. 

Mr. Crark. Yes, sir. 

Mr. Dries. But then let’s assume that in that 10 percent there are 
items that represent, we will say, so-called good will. 

Mr. CiarK. Yes. 

Mr. Dies. Are you helpless to do anything about it, or would you 
permit that item to stand on the theory that since they are entitled 
to the profit that-——— 

Mr. CLarK. Congressman—— 

Mr. Dies. Wo ild not be disallowed ? 

Mr. CLark. Congressman Dies, whether we allow it to stand or dis- 
allow it wouldn’t have any effect— 

Mr. Dries. Except it would have this effect: It would be Govern- 
ment money encouraging racketeers. 

Mr. Cuark. I’m sorry—I didn’t hear that last statement. 

Mr. Dries. It would be a Government subsidy which would be aid- 
ing and encouraging racketeering. 

Mr. Citar. Well, unless he was in a recapture position, there would 
be no Government money expended there, you see. 

Now, I thought you—— 

Mr. Dies. Yes. 

Mr. Cuark. I believe, sir, if he was not—— 

Mr. Dies. Yes. 

Mr. Cuark. If he wasn’t earning 10 percent, well, then there 
wouldn’t be any Government money expended. 

I think the way you would have to get to this—and I don’t know 
whether this Government can afford it—is through the investigative 
process, if you really want to be perfect—I imagine you can’t in this 
thing—through the investigative process. 

Mr. Dies. That is too much to hope that will be perfect, but the 
thing I am concerned about, as one member, is to satisfy myself 
whether every reasonable diligence is being used by your depart- 
ment 

Mr. Crark. Yes, sir. 

Mr. Dries. To protect the interests of our Government. 

Mr. Criark. Yes, sir. 

Congressman, I didn’t mean to infer you weren’t saying that. 

Mr. Dies. I mean that is the chief concern I have here. 

Mr. Crark. Yes, sir. 

Mr. Dims. I want to know whether there has been wrongdoing 
down there— 

Mr. Ciark. No, sir. 

Mr. Dies. Whether you have been criminal or negligent— 

Mr. Cuark. No, sir. 

Mr. Dies. Whether there is something improper in your depart- 
ment—— 

Mr. Criark. No, sir. 

Mr. Dies. Whether you are doing everything in your power to 
protect the interest of the Government. 

Mr. Ciark. Congressman, we have been very alert in this thing. 
We are doing everything in our power. 
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Now : let me idd one other thing: _ have reduced our personnel 
housand and twenty-eight people in that agency since we took 
ver, and we are trying to balance a ‘s dget: but we are going to do 
this when our new budget comes in: We propose to add to our own 
nvestigative force so that we hit it from two angles—not only 
from the audit angle, but also from the investigative angle. 

We have at the moment three people who ire doing operational 
unalysis, audits—I mean not audits—investigations. Then I have 
my security officer, who is a former FB agent, and he heads up our 
: rity. He is devot ng presel tly his time to this. 

Mr. Stakem, my assistant, is a aio FBI agent. He is devoting 
his time to this 

We propose a plan, next July, whereby we're going to have a 
arger force, which will go from one place to another and examine 
iis whole thing from the standpoint of operating efficiency—the 
onser\ ition of funds, the entire operation of each subsidized line 
naving a contract. We’re doing it now, but our staff is too limited, 
SsIr, al xl we do plan to expal d that and hit it from both angles— both 
the investigative angle and —_ the subsidy audit angie. 

Mr. Dies. That is all, Mr. Chairman. 

The CuatrrMan. Mr. (¢ ng don’t know whether you understand 
what these hearings are for, but they are certainly not for you to 
spend time 1n vetting matel al tovether, te] Ing’ us \V vhat you are 
doing according to law and what you are supposed to do. That is 
taken for granted—that you are supposed to do it and you are 
doing—— 

Mi : LARK. Yes, sir. 

TI ‘HAIRMAN. Those things. These hearings are coming about 
aoe ot what you failed to do according Lo law: and every time 
someone asks you a question here you want to tell us what you did 
according to law. If you would spend your time and the time of your 
staff to help this committee as to what you haven’t been doing; if you 
would spend the time to get up these back audits, instead of getting 
together how many items you disallowed 

Mr. Cuark. Yes, sir. 

The CHamman. It would help matters a great deal. You are ex- 
pected to do that. 

Mr. Cuark. We shall. 

The Cuarrman,. That is what you are expected to do. 

Mr. Cuark. We shall do that, sir; and I think it is a fine thing— 
what this—— 

The Crarrman. Yes, but every time you are asked a question you 
tell what a grand thing you are doing ~ and how much you have found. 
Y ou are expected to do that. 

Mr. CiarK. I want to say how fine I think this committee is doing 
in getting into this thing. 

Che CHamMAN, It is not a question of what this committee is doing 
or you are doing, but the hearings are on what you haven’t done and 
don’t do, ever since you have been in there. So, it would be very 
helpful to the committee, and save some time, instead of telling what 
1 great job you are doing, what you are supposed to do. and what is 
taken for granted that you are supposed to do, if you would do some 
of these other things. 


Mr. Cuark. Yes, sir. 
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The Cuarrman. It would be very helpful if you would do that. 

Mr. Crark. I shall be glad to comply, sir. 

The Cuarrman. Mr. Sheehan. 

Mr. Surenan. Mr. Clark, you talked about some of the audits 
being 5 years or 4 years behind. What are the law requirements or 
legal requirements on the submission of these audits by the subsidized 
lines? 


Mr. Crark. Do you want to answer that? 


STATEMENT OF FRANCIS T. GREENE, GENERAL COUNSEL, 
MARITIME ADMINISTRATION 


Mr. Greene. Under section 801 (3) of the act we are required to 
make an order of the final audit as soon as practical after the end of 
each year or other period fixed in the operating subsidy contract. That 
same subsection goes on to deal with the method by which operating 
subsidy may be paid on account and prior to the final accounting; 
and, as Mr. Clark has testified, you can pay up to 75 percent but not 
in excess of that on account before the voyage accounts, as disting- 
uished from the final auditing or the final accounting, have been made. 

After the voyage accounts have been audited and the Commission 
auditors have satisfied themselves as to the correctness of the voyage 
accounts of the ship, they can pay an extra 15 percent. 

Mr. Sueenan. Well, let’s—— 

Mr. Greener. And the final—— 

Mr. SuHeenHan. Let’s get back again—— 

Mr. Greene, Yes, sir. 

Mr. SueenHan. To this requirement on the final audit. How long 
in your estimate, or the opinion of the department, is “as soon as 
practicable after the end of the year”? 

Mr. Greene. That would depend on—— 

Mr. Surenan. Four or five years? 

Mr. GREENE. No, sir. 

Mr. Surenan. But the audits are 4 or 5 years behind. 

Mr. GREENE. Yes, sir: but there has been a backlog 

Mr. Sueenan. I know, but all auditing firms audit every firm at 
the end of every year of their fiscal year. 

Mr. Greene. That is true. 

Mr. Surenan. Shouldn’t the Department take some sort of the 
same steps‘ 

Mr. Greene. Well, in my opinion, sir, speaking as counsel, the audi- 
tors have had to audit the genera! agency accounts left over from the 
last war—the charter accounts—in order to get in additional 

Mr. Sueenan. Mr. Clark said they have had special auditors for 
the purpose of auditing. 

Mr. GREENE. Once we are current, we will get it as close as possible 
to the basis of a private auditing firm, which means the auditing will 
be done 3 or 4 months after the end of the fiscal year. 

Mr. SHeenAn. Well, what were the extenuating circumstances to 
permit an audit to wait 5 years when it should be done as soon as 
practicable after the end of the year? 

Mr. Greene. The backlog which this Administration inherited 
of unfinished audits when we took over. 
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Mr. Surenan. Have you ever made those representations to the 
committee before so the committee knew about it? 

Mr. Weichel, like myself, was lost. We didn’t know up until this 
time why the long de F Ly. 

Have you informed the committee at any time why you couldn’t do 
that work? 

Mr. Greene. I wouldn't know whether somebody else had informed 
them or not. I think this is the first hearing we have had which has 
gone into the subject, sir. 

Mr. SHEEHAN. I mean, for your own protection, when you can’t do 
a job, you should let someone know so you aren’t held up to criticism 
like that. 

No auditing firm will go on record waiting for 5 years to audit 
books, because so many things go by that you can’t verify and it is 
pretty hard to determine certain things after that length of time. 

Apparently there is no statute of limitations, then, according to 
your interpretation, on the time that this audit must take place. 

Mr. GREENE. No, -; only the requirement that we’re to make them 
as soon as sapbleniite. 

Mr. Surenan. Isn’t there a statute of limitation under the regular, 
general law of the country after so many years you cannot go bac ‘k, 
except in the presence of fraud ? 

Mr. Greene. No, sir; in my opinion, that would not be applicable 
here because of the fact ; that we're dealing with 10- year recapture 
periods, and the final 1 capture lial lity of the line to the Govern- 
ment and the final amount of subsidy pay: able for the 10- year period 
can only be determined after the lapse of the 10 years’ recapture 
period, in which losses in 1 year are balanced off against profits in 
another year in order to equalize for the swings up and down which 
have been characteristic of the shipping industry. 

Mr. SuHeenan. Well, let’s assume, then, from a general standpoint 


that, say, a million dollars’ worth of profits are disallowed because 
of—not fraud, but just —— mistake, and you fellows don’t get 
10 the audit until 6 or 7 years later. According to the statute of limi- 


tations, under the Feder: 13 income-tax laws, the Government can’t go 
back and recapture that on the income taxes. 

Mr. Greener. That is true in the ease of the tax laws, but it’s differ- 
ent here because we have 

Mr. Sueenan. I know, but the Government is going to lose money 
one way or another, either through tax laws or through your failure 
to audit properly. 

Mr. Greene. Well, we won’t lose money on the payment of sub- 
sidy, Mr. ee. 

Mr. Sweenan. No; but the Government will lose money through 
not collecting income taxes due to the statute of limitations, which i is 
3 ye ars. 

Mr. Greene. I don’t know whether that is enforced as against the 
lines when their final subsidy payments for the years in question 

Mr. SuerHan. Well, that is a question I am asking. 

Mr. GREENE. Yes, sir. 

Mr. Surenan. I don’t know, either. 

Mr. Greene. It is my general understanding that the income-tax 
returns of the lines are open for all of the years until the recapture 





PORT OF NEW YORK Sl 


period is concluded and the final amount of subsidy payable is accu- 
rately and precisely determined, since that subsidy would be attribu- 
table to particular tax years included in the 10-year term. 

Mr. Surenan. Will you kindly check the facts of law on that—— 

Mr. Greene. I will check that. 

Mr, SuHreHan. And let the committee or the chairman know so we 
will know for sure the Government is not losing any money through 
negligence of auditings? 

(For matter referred to, see appendix VI.) 

Mr. Greene. I will check that, because I am speaking only from 
hearsay here this morning. 

Mr. Sueenan. Mr. Clark, you mentioned before here about these 
audits and you stated something to the effect that, regardless of what 
happens, the audits seem to prove something. Well, for your informa- 
tion, audits don’t mean a thing until you read the auditor’s certificate 
because many times Haskins and Sells, or any firm, will go in and 
they will audit the books and when you read the auditor’s certificate 
all it says is, “We have taken the expenses as given to us by the com- 
pany.” It doesn’t mean a thing to us unless we saw the auditor’s 
certificate. ° 

But do these firms of auditors check with your Department and 
work out the audit on the basis of checking the law, as we know it, 
which your Division has to enforce? 

That is the proof. 

Mr. Crark. I think an expert witness could answer that. 

That is my own view. My own view is that they could, but I would 
be glad to have the accountant answer that. 

Mr. Surenan. Mr. Clardy suggested to me that I ask you if these 
auditors check all the expenses as outlined, allowable by law, for your 
Department at the same time they are performing an individual audit 
for the individual company. Do you know that or not? 

Mr. CxiarK. May I call our expert witness on this, Mr. Chairman ? 

Mr. Suernan. That is all right with me, if he can answer the 
question. 

Mr. Ciark. Mr. Harvey. 

This is Mr. Ben Harvey, who is the head of our Audits Division in 
the national office. 

Mr. Sueenan. Did you understand the question ? 


STATEMENT OF BENJAMIN W. HARVEY, CHIEF, DIVISION OF 
AUDITS, MARITIME ADMINISTRATION 


Mr. Harvey. I would like to have you repeat it, sir. 

Mr. SuHeenan. Will you read the question for us? 

(The reporter read the question as follows :) 

Mr. Clardy suggested to me that I ask you if these auditors check all the 
expenses as outlined, allowable by law, for your Department at the same time 
they are performing an individual audit for the individual company. Do you 
know that or not? 

Mr. Harvey. Are you speaking about the subsidizable expenses, sir? 

Mr. Surenan. The items—— 

Mr. Harvey. The items we pay subsidy on? 

Mr. SurenAn, Yes. 
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Mr. Harvey. No. The auditors will make a general, overall audit 
of the company. They don’t get into these particular expenses, only 
nsofar as the scope of their audit covers them. 

Mr. SueenAn. All right. In other words, Mr. Clark, what I am 
leading to by that question is simply this: When you were talking to 
Congressman Dies about audits and how nice these firms are—to me 
they don’t mean a thing until we find out exactly what they have 
audited; and Haskins & Sells, Arthur Andersen, anybody in the world, 
can give you anything they want It doesn’t mean a thing to this 
committee from the standpoint of the enforcement of law unless the 
auditing committees goes 1n there with a view of checking those 
expenses. ; 

Mr. Harvey. We have access to their working papers. We know 
what work they do. Our auditors do. 

Mr. Sueenan. Yes: but they perform an individual function for 
the line. not for the Government, not for the committee. 

Mr. Harvey. That is the reason we have to review them. 

Mr. Surenan. Therefore, you have to review them from the stand- 
point of the law ? 

Mr. Harvey. Yes, sir. . 

Mr. Crark. That’s right. 

Mr. Surewan. Now, Mr. Weichel mentioned the fact that your firm, 
your department. has beer. accepting those audits; is that right or not? 

Mr. Cuark. No. The law requires us to de an audit. I think the 
language reads something of this nature: That the Commission’s 
auditors—and I use the word “Commission” going back to the old 
act—must satisfy themselves as to the accuracy of these audits. 

Mr. Surenan. Now, do you satisfy yourself that these audits are 
accurate or not, or do you go beyond ¢ 

Mr. Cxiarxk. Our comptroller’s office has the responsibility to do 
that; yes. 

The Cuarrman. Will you please answer the question ¢ 

Mr. Crark. The answer is “Yes.” 

Mr. SuHeenan. In other words, you are accepting these audits? 

Mr. Ciark. No; not without postauditing them—not without audit- 
ing them again. 

Mr. Surenan. Who does this auditing—the Comptroller General’s 
Office ¢ 

Mr. Cuark. Our own. 

Mr. Harvey. Our own office. 

Mr. Surenan. Your own? 

Mr. Harvey. Yes, sir. 

Mr. SHEEHAN. So, the only difference is that you are making an 
independent audit of these things on the basis of the law, but you are 
5 years behind. That is the only problem now. You are not accept- 
ing anybody else’s audit. 

Mr. Cuark. I think the audits come in better by having them certi- 
fied. We do not accept those as final. We make our own audit. We 
are back to the extent you indicated; yes. 

The CuatrmMan. Will you answer the questions instead of running 
off on something else every time ? 

Mr. Surruan. Mr. Clardy asked me to ask you one question. 
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Mr. ¢ lardy asked one question, on the question of spot checks by 
your Department. When you take these, v0 back to these firms, I 
assume you follow standard accounting procedure by a spot check of 
a certain number of transactions to find out whether in general they 
are complying with the law. Is that the way you are doing the audit‘ 

Mr. Harvey. That’s right. 

Mr. Cuark. Yes. 

Mr. Surenan. Well, that is accepted procedure, Mr. Clardy. 

Mr. Cuiarpy. Yes. 

Mr. SuHeeHan. It was just a question of seeing whether they do that. 

Mr. Cuarpy. Yes. I wanted to see whether they were following the 
standard procedure because it follows out your theory, from actually 
what I can see, from what has been said now, the audits don’t mean 
very much. 

Mr. Suren an. Not the audit from the publie accounting firm. That 
doesn’t mean a thing, except to state the expenses incurred by the 
company are legitimate expenses for the company. 

Mr. Crarpy. That is right. 

Mr. Sueenan. It doesn’t mean they live up to the law, and it would 
seem to me that, for the protection of the taxpayers and the Govern- 
ment, that some working arrangement should be made between the 
firm and your Department that these auditors, when they go in, also 
oe your problem because, after all, we can take the word of the 

.P. A. firms and that would save a lot of double work, in my estima- 
ome and save you fellows a lot of checking. 

Mr. Cuark. Thank you, sir. 

Mr. Crarpy. Particularly if they would disallow all of the items 
not supported completely by the background data that is needed. 

Mr. SHeeHan. That is correct. 

Mr. Dorn of New York. Wouldn't that require an amendment to 
the law, Mr. Sheehan ? 

Mr. Surenan. I don’t know. 

Mr. Dorn of New York. It seems to me it would, rather than take 
the word of the accounting department, because the law imposes upon 
them the obligation—— 

Mr. Sueenan. Yes, but in his statement a moment ago he admitted 
they were taking the accounting papers of the auditors as a basis, their 
working papers, and by the same token they can still do that—yjust 
check enough of the accounting papers, enough of the detail, to know 
whether or not they are making a complete audit. 

The CuarrMan. The law is clear, but these people have been violat- 
ing the law. 

Mr. SHeenan. That is right. 

The CuatrmMan. Now, we don’t need any more law to help people 
when they violate it. What we need is men, not more law. 

Mr. Sueenan. Do you have a question ? 

Mr. Auten of California. Could we have a copy of the certificate 
on any one of these audits and put it in the record ? 

Mr. Ciarpy. That would be interesting. 

Mr. Sureman. We should have them and have them put in the 
record. They are a matter of public record, anyway. 

Mr. Harvey. It is required that they be published in the Federal 
Register. 
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Mr. Surenan. I would like to have you submit them to our com- 
mittee so the committee will know what has been done. 

Mr. Harvey. That will be done. 

(For matter referred to, see appendix VII.) 

Mr. Cuarpy. I would venture to say you cannot determine the 
accuracy of any of the figures put out by these accounting firms, be- 

‘ause the y merely take the figures as given tothem. I have read a lot 
of them, and I am sure that is what the »y have in this case. 

Mr. Surenan. Mr. Clardy, for the record. I might mention that 
one of the biggest cases of fraud on record was that perpetrated by 
the drug firm, McKesson and Robbins, and they were audited all the 
time, I think, by Haskins. 

Mr. Zincke. Price Waterhouse. 

Mr. SHEEHAN. Price Waterhouse, was it ? 

Mr. Zincke. Yes. 

Mr. Cuarpy. That is right. 

Mr. Sueenan. But in their statement—there was no trouble with 
the audit form—they told that they took the inventory figures as 
given to them by the president. 

So, the audit only means what the certificate says. 

Mr. Ciarpy. That leads up to the fact, of course, that you couldn’t 
possibly discover the fraudulent things we have been talking about 
through the established practices, no matter how they handled the 
affair. 

Mr. Suernan. That is right. 

Mr. Harvey. I agree. 

Mr. Cuark. We agree with that, Mr. Clardy. 

Mr. SHeeHan. That is all I have, Mr. Chairman. 

The CuatrMan. At this point, is there someone here from the 
General Accounting Office ? 

Mr. Casey. Yes, sir. 

Mr. Bonner. Mr. Chairman, before going ahead, will you let me 
ask something ? 

The CHatrrmMan. Well, I want to ask something here with reference 
to what they are doing now, the kind of auditing they are doing. 

Mr. Casey, will you step up here, please ? 

Will you please give your name for the record ? 


STATEMENT OF RALPH E. CASEY, ASSOCIATE GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE 


Mr. Casey. Ralph E. Casey, Associate General Counsel in the Gen- 
eral Accounting Office. 

The CuarrMan. You have heard the testimony here of Mr. Clark 
today and previous to this with reference to this auditing. 

With reference to the annual audit, how far back are they? Also 
tell us how you have called attention to these things since he has been 
down there with reference to these audits—— 

Mr. (CASEY. Well, of course, J a is Bd 

The CHarrMan. And where you could find something. 

Mr. Casey. I think the testimony has been pretty clear that they 
have only audited 4 of the 65 annual accountings of the subsidized 
operators for recapture purposes. 
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I believe in the Comptroller General’s annual reports, beginning 
with 1948, 1949, and continuing with 1950 and 1951, it was pointed 
out that those audits had not been completed, and, in fact, I believe 
in the very—in the 1951 report it was further pointed out that the 
annual accountings hadn’t been submitted by the operators, even 
though they had been due at that time, from the year 1947 up to 
1951. 

The CHatrrMan. You mean the Maritime Administration has not 
even secured them from the operators since Mr. Clark has been down 
there and was going to clean out the whole thing—not even since 
then or—— 

Mr. Casey. They haven’t been submitted, as I say, up to the date 
of the 1951 report, and in fact, up to October 9, 1951, I don’t think 
any of the accountings had been submitted. 

The CuHarrman. Not even the accounting ? 

Mr. Casry. No, I think that—— 

The CHarrmMan. That wouldn't require auditing, to demand them 
and get them over in his office, would it? I mean, he could just send 
a messenger down and demand them. 

Mr. Casey. Well, he could demand them. Whether he would get 
them or not, I don’t know. 

The CuHarrMan. Yes, but they have the means aavilable by law to 
get them. 

Mr. Casey. That is right. 

The CHarrMan. What about 1952? 

Mr. Casey. I think to date only 4 of the 65 of the annual account- 
ings have been completed, and that is taking the—there are 13 sub- 
sidized operators, and they are 5 years due as of 1952, making 65 
annual accountings, and there have been only 4 completed, and I think 
those 4 are of 1 line. 

The CuHarrmMan. That covers up to 1953, up to now. 

Mr. Casey. Well, I think that is true for the year, fiscal year, 1952. 

The CHarrMaNn,. Yes, and that is about all of the 13 lines, and they 
haven’t even demanded them. 

Mr. Casey. Well, I am advised further, Mr. Chairman, that in 
reference to one question that was asked here this morning about 
why it wouldn’t be possible—or the implication of the question— 
why it wouldn’t be possible to get current now in 1952 and take care 
of the others later, I am advised that actually that is not feasible as 
an accounting proposition. They have to start at the beginning. 

They have to complete 1947, 1948, 1949 and 1950 and 1951 before 
they can ever get to 1952 by reason of determination of capital 
necessarily employed and so forth. 

The CHamman. But has there been any legal proceedings to make 
these subsidized lines bring them in? 

Mr. Casry. No, I think—and I am subject to correction on this—— 

The Cuamman. Have you-— 

Mr. Casey. But I think probably there is a contractual provision 
under which the lines are required to submit these annual accountings, 
and I think that actually what has been happening is that the lines 
have been asking for extensions of time from time to time on this 
deadline date, and the extensions of time have been granted. 

Now, I think that Mr. Clark has attempted to explain to the com- 
mittee why it hadn’t been determined to be feasible to insist upon the 








SO PORT OF NEW YORK 


accountings; first of all, that they haven’t been in a position to do any- 
thing with them if the y did have them, and secondly, that the rates 
haven’t been settled upon, and they felt until they get their rates 
fixed, that there was no point in asking the annual accounting to be 
submitted because if there was any audit, they would have to make a 
duplicate audit after the rates had been i i mined. 

Che Cuairman. Don’t these subsidized lines, for the benefit of the 


stockholders, have their own accounting, their own financial state- 
ment’ Have these people been waiting all these years to find out? 
Chey certainly have them for themselves. 

Mr. Casey. As Mr. Clark testified, their o (PACS audit their own 


books from year to year, Dut Il think that has been further amplified 
to the effect that those audits I don’t believe are rvolng to do a bit of 
good, so far as the proposition we are discussing here, and I am 
further convinced in my own mind that the audits that the Maritime 
(Administration will make of the annual accountings, once they get 


l 


them, will not disclose, unless by accident, any of the payoffs and 
bonus payments we are discussing here 

The CuatrmMan. With reference to vetting them—and the \ haven't 
had them for 5 years or better—the Maritime Commission is still 
putting out the subsidies. They don’t even withhold these ‘payments. 
You can’t blame the lines for not bringing in the reports if they are 
voing to vet the money just the same 

On some hearings _ this last vear this same agency was with- 
holding construction subsidy payments, but they don’t w ithhold these 
even when the >) don’t get the reports. 

I don’t understand what kind of a business that is. Can you tell 
the « ommittee, Mr. Casey, how they operate on this ? 

Mr. Casey. I think, as I say, that the real reason was—and I think 
Mr. Clark has tried to explain—that they haven't insisted on it 
because they haven't been in a position to do anything with them once 
they vot them. 

The Cuamman. Why haven't they been in a position to find out? 

Mr. Casry. I would have to accept Mr. Clark’s statement as to his 
disallowing those lines. 

The Carman. They continually violate the law by not having 
them brought in, and the y don’t do anything to penalize the people 
SO they do bring them in. Have you found that they were penalized 
for not furnishing them in the examination by General Accounting? 

Mr. Casry. No, sir, we put out in the report for 1951 that they were 
due October 9, 1951, but on that date all of the operators have re- 
quested extensions of time in which to file these accountings, but for 
subsequent periods after 1951, the accountings are required to be sub- 
mitted within 190 days after termination of such accounting periods. 

The Cratrman. Isn’t that long enough, 6 months? I mean, a com- 
pany itself doesn’t wait 6 months after the end of the fiscal year to 
find out whether they are making money; do they? 

Mr. Casey. I suppose after the end of the year their own private 
accounting firms have to perform their audit before it can be sub- 
mitted to the Maritime Administration. 

I might say, Mr. Chairman, that I believe that this requirement 
that they be audited by a certified public-accounting firm was in- 
cluded in the operating subsidy contract pursuant to suggestion made 
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by the General Accounting Office back in 1948 and 1949. We did feel 
that there should be that check, at least; that the Government should 
insist in the contracts that they be audited by their own firms at least 
before they were submitted here, and I do think that—without being 
an accountant, but an attorney—there might be some real value in the 
suggestion that possibly the type of audit that is pe rformed by a 
certified public-accounting firms might be varied, but again, so far 
these dock racketeering things are concerned, I am afraid that ie 
are not going to find them, whether they are certified public account- 
ants or whether they are Government auditors. 

The Cuatrman. What is the law, 190 days or as soon as practical 

Mr. Casry. I guess pare ly sb had hi uppened is that the law 
reads as soon as pri ictical, but I suppose 190 days in an administrative 
regulation interpreting what, in the aaa course of circumstances, 
they should have as the deadline limit on this. 

The Cuamman. Mrs. Sullivan, please. 

Mrs. Sutziivan. No questions, 

The CHarrman. Mr. Mumma. 

Mr. Van Pelt. 

Mr. Van Petr. No questions, Mr. Chairman. 

The Cuarrman. Mr. Norblad. 

Mr. Osmers. 

Mr. Osmers. No questions. 

The CuatrmMan. Mr. Wainwright. 

Mr. Dorn of New York. Mr. Wainwright has asked me to state for 
the record that he was here a little while ago, but, unavoidably, had to 
leave because he had to attend a meeting of the House Labor Com- 
mittee. 

The Cuarrman. Mr. Clardy. 

Mr. Ray. 

Mr. Ray. No questions. 

The Cuatrman. Mr. Mailliard. 

Mr. Mainx1arp. No questions. 

The Cuatrman. Mr. Thompson. 

Mr. Tuomrson of Louisiana. I would like to ask Mr. Casey, if I 
may, about the criticism made by the General Accounting Office. Was 
there anywhere in the criticism I understand has been made a quali- 
fication as to whether or not they understood the delay as being caused 
by having to pick up the terrific backlog of wartime transactions ? 

Mr. Casey. Mr. Congressman, I might say that you have termed it 
“criticism,” but actually the report is merely reporting what the situa- 
tion is down here. We have not included any remarks in this report 
either excusing or criticizing their lack of making these audits. 

Mr. THompson of Louisiana. I understood the chairman to mention 
that the Accounting Office had criticized the Commission about the-—— 

Mr. Casey. I think possibly the report itself is the best evidence 
of what position we have taken from year to year on these audits. 
We have not attempted to excuse them. I believe that we have 
probably informally tried to impress upon them that it is the im- 
portance of bringing them up to date and have attempted to assist 
them in every way possible to get these backlogs to a position where 
they could be made annually, but actually, so far as the official 
position of the office as reflected in these reports, we have not criti- 
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cized them in the language we would have used if we felt it was 
completely inexcusable. 

{ might put it that way. 

Mr. ‘Tompson of Louisiana. In other words, the Accounting Office 
has not criticized the general workings of the accounting staff and 
the fact that they are being del: ivyed and are behind in their audits. 

Mr. Casry. Not on thas particu lar item, at least. 

Mr. Tnomrson of Louisiana. Do you know hether they have ever 
criticized an official ? 

Mr. Casry. There is criticism contained in these reports of the 
auditing functions and of the—I think possibly—I don’t know that 
I can find these criticisms for you right offhand. Perhaps Mr. Fenton 
could. 

This is John Fenton. He is special assistant to the Director of 
Audits 

Mr. Tuomrson of Louisiana. Specifically, what I would like to 
know, is there a feeling of sympathetic understanding as to the 
reason for delay in audits, and does the General Accounting Office 
take it into consideration at this time or at any time a report is made # 

Mr. Casey. As a general proposition, we have been sympathetic 
with the conditions that the Maritime Commission inherited when 
they took over in 1950, but we have criticized certain areas of both 
the accounting and the auditing functions ever since that time. 

Now, so far as these particular audits are concerned, these annnal 
accounting audits of the subsidized operators—which, I am sure you 
realize, is only one aspect of their whole auditing and accounting 
program—I say that it hereto has been pointed out to the Congress 
and to this commitee that those audits have not been made. ‘They 
are 5 years in arrears, and while we have urged that they be made 
current and that we think that things could be done to straighten 
this thing out, things constantly are being done. 

We are constantly making suggestions, and without completely 
doing the audit ourselves, we are doing whatever we can to help them 
keep their own shop in order, 

Mr. Tuompson of Louisiana. Your criticisms no doubt have been 
constructive criticisms, and have you found that the audit staff has 
conformed to those criticisms and tried to initiate the reforms which 
were in line with your recommendations? 

Mr. Casey. I believe that there has been complete cooperation at 
the auditing level. 

Mr. Tuomrson of Louisiana. That is all, thank you. 

The Crarrman. May I ask one question, Mr. Casey? The past 
history was that the books of the Maritime Commission as of June 
30, 1943, were 7 billion out of balance, and later information was 
that the books of original entry were never posted. Since 1950 have 
they kept the books posted up to date from the books of original 
entry ¢ 

Mr. Casey. Mr. Fenton tells me that they have, Mr. Weichel. 

The Cuarrman. They always said they did before until General 
Accounting found it out. 

Mr. Casey. I will say that there is no comparison between the 
situation today and the situation which was reported to Congress in 
i945. That was the War Shipping. 
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The CHamman. You have not completely audited the shipping 
business they have down there, the Shipping Authority ? 

Mr. Casey. Well, that, as I say, is part of the Maritime Adminis- 
tration, and it is included in our audit of the Maritime Administra- 
tion for each fiscal year 

The Carman. 1945 and 1946. Previous to that they had no books, 
and now they have some; is that right ? 

Mr. Casry. I guess es have had books all the time, but I guess 
everyone is pretty well aware of the situation that developed in the 
war years in the War Shin yping Administration. 

The Cuarman. Well, the excuse ought to be good for 5, 6, 10, years, 
but it shouldn’t go on forever. That is what I am trving to get at. 

Mr. Magnuson. 

Mr. Magnuson. No. questions. 

The CHatrrman. Mr. O'Neill. 

Mr. O’Newx. Mr. Chairman. Mr. Casey, you said that the CPA or 
a Government auditor cannot determine what is expended in good will. 
Yet we find in 5 audits that they have discovered in the special audits 
some $78.850. How did they discover this, and what was the pattern 
for that in the same—— 

Mr. Casey. Well, Mr. O’Neill, perhaps the story on that is that that 
was not discovered through an we might term “an audit.” If I 
understand correctly, the way that $64,000 figure was arrived at was 
to take the testimony that had been developed before the New York 
State Crime Commission, which testimony resulted from an investi- 
gation by actual investigators over a 13- or 14-month period, and 
through extensive hearing and taking that information and compil- 
ing it with reference to how much it could involve Federal moneys and 
subsidy operations, and that is where you get the $64,000 figure, but 
it was not developed through any audit. 

Mr. O'NEILL. It was deve lope d through investigs ition. 

Mr. Casey. It was developed through investigation. 

Mr. O’Nerm. I see. You maintain your initial statement is cor- 
rect: a CPA or auditor couldn’t discover it. "The only way it could 
be discovered would be through investigation. 

Mr. Casey. I said except by possib le accident. They make these 
checks, test checks. It has been pointed out that Price, Waterhouse 
didn’t find the big frauds of McKesson & Robbins. I understand that 
after the public accounting firms tightened their procedures to some 
extent and decided that they were going a little further in these test 
checks. 

Of course one of these test checks might very well develop something 
that didn’t look or smell right, and from then on they might have 
proceeded further, but that would be more by accident than design. 

Mr. O’Neitu. Mr. Clark, if $78,000 were discovered from five audits 
that you have completed, how about the previous audits that were 
made, previous to these five? Are they just a closed case ? 

Mr. Sraxem. I subscribe first to Mr. Casey’s statement that an 
audit. as such, as we know it. could not find fraud in the books of a 
company nor gratuities. This—— 

Mr. SuHeenan. Isn’t that rather a broad statement, young fellow ? 
You subscribe an audit cannot discover frauds? Why have an audit 
then ? 
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Mr. Sraxem. I said they normally would not pick it up. You get 
most of your frauds, as I understand it, from collateral information, 
and then you go in and make your audit to see to the extent that you 
may have been hurt. 

Mr. SHeeHan. Might I speak as an expert in accounting and audit- 
ing that any kind of a good audit ordinarily will uncover frauds, the 
usual process, if it is a complete enough audit. It is a question of how 
complete an audit is as to whether or not a fraud is discovered: is that 
not right ? 

Mr. Sraxem. Yes 

The Cuarrmman. The other thing is. the Maritime Commission does 
not care about discovering fraud. 

Mr. Srakxem. I wouldn't say that. 

The Cuamman. The first we have seen is some other people doing 

How much credit can you claim ¢ 

Mr. Sraxem. I don’t intend to claim any credit, Congressman. 

The Cuarrman. I am glad you finally admit it. 

Mr. Srakem. I can only say this, that in the 10 years I have been 
down in Maritime, I have transmitted a number of fraud 
cases over to the Attorney General for further i gimp 

The Cuatrman. If you have been down there 10 years, do you mean 
you are so innocent that vou didn’t know all this was going on in the 
waterfront with reference to shipping / 

Mr. Sraxem. I say we have made a number of investigations on 
the waterfront in the years I have been there. 

The Cuairman. You say you didn’t know this was going on. 

Mr. Srakem. These particular cases; no. 

The CHamman. Not this particular one, but knowing it went on 
as a racket, and you and the rest of them have been sitting down there 
all these years—and Mr. Clark, who has been over in Commerce— 
have made no investigation to go out and get evidence, like the New 
York Crime Commission has, even though it was your duty down there 
to protect shipping. 

Mr. Sraxem. For 9 years, Congressman, I have been making inves- 
tigations of irregularities and fraudulent matters in the Maritime 
Commission. 

The CHatrMan. But you discovered nothing about this business, 
not about this. 

Mr. Sraxem. Not this particular case we are discussing; no. 

The Cuatrman. That is what I thought. Everybody in the coun- 
try knows you haven’t discovered it. I am glad you are finally ad- 
mitting it. 

What is the answer, to get new people down there or more law? 

Mr. Srakem. I think the answer is that we take advantage of all 
the information that comes from all sources that becomes available 
to us, and we learn day by day—— 

The Cramman. Have they learned much since 1943? It is 10 
years, and if you are going to learn it day by day, you had a lot of 
days in 10 years. You haven’t learned much. Should you get new 


, 


men ¢ 
Mr. Sraxem. I don’t think the answer is new men. 


The Cuarmman. If you don’t discover anything for 10 years—all 
those who are down there and those who came in in the last 2 years— 
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I don’t know that new law is going to help with the same people who 
make no effort, evidently. 

Mr. Sraxem. I don’t subscribe to the statement that we haven’t 
found anything in 10 years. I think that we have uncovered a num- 
ber of matters, and we have transmitted—— 

The CHarrMan. I know—those that have the sign onthem. But I 
am talking about the other kind; knowing it went on, there was no 
investigation to find it out or to stop it, except when some ouside 
agency brings it in, like the State of New York. 

Mr. Dorn. 

Mr. Dorn of New York. I have no questions, Mr. Chairman. 

The CuarrmMan. Mr. Campbell. 

Mr. Allen. 

Mr. Auten of California. Mr. Casey, as nearly as I could de- 
termine from the figures that were given us, there were accrued sub- 
sidies for 2 or 3 companies amounting to $57 million, and a total of 
unallowable items for this goodwill or whatever it was of little less 
than $65,000, which I think adds up to a little more than one-tenth 
of 1 percent of the subsidy that is involved. 

I think I understand that 25 percent or more of the subsidy money 
is kept as a guaranty to the Government that there will be ample 
recapture funds. Am I correct in that analysis of the figures? 

Mr. Casey. I think those figures are right. 

Mr. Atuen of California. Does it follow then that the Govern- 
ment is completely secure in the ultimate collection of any unal- 
lowable items that are discovered # 

Mr. Casey. Mr. Allen, that is a difficult question for me to an- 
swer, because I certainly wouldn’t want to represent that the $64,000 
that has been presented to this committee is all that is involved, even 
from the three lines that have been audited. All they have found 
and all we have found thus far is what is in the books of the New 
York Crime Commission. 

Now, as in all frauds, they are easy to find when the people who 
are perpetrating the frauds are not efficient. But when they get 
them deep enough hidden, it is that much harder to find them. 

Now, it all depends on how thorough the investigation now is. If 
the Federal Bureau of Investigation has 200 people on that New 
York waterfront and over a prolonged period of time, what they 
might dig up by way of unauthorized payments and bonuses, gra- 
tuities, might go far beyond what the New York State Crime Com- 
mission has found, so that I don’t think that at this point anybody 
is in a position to say whether that amount re prese ‘nted here as being 
paid is the top of the bottle, so to speak, or what it represents. 

It may be all that is involved, and yet it may be a very small portion 
of what is involved. 

Mr. Auten of California. I go — with you on what you have 
said, but having in mind that so far it is one-tenth of 1 percent or 
thereabouts, can you see any peontbility of the discoveries amounting 
to such a large percentage that there is not a sufficient withhold to the 
credit of the Government but what the accounts will ultimately be 
worked out with no loss to the Government ? 

Mr. Casry. Well, I think that in order to give you as helpful an 
answer as possible, I would think—my best guess would be—and it 
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is more a guess than a judgment—that sufficient moneys have cer- 
inly been withheld to protect the Government’s interest, but I have 
to condition it along the lines that I have indicated. 

Mr. Auten of California. One other question in that connection: 
Do you KNOW whether there 1s any part of the accrued subsidy for 
a given year paid to a company before it submits its annual report for 
that year? 

Mr. Casry. Well, yes, Mr. Congressman. They haven’t submitted 
their annual accountings for 5 years, and yet subsidy payments have 
been going on under the provisions of the statute authorizing advance 
payments up to 75 percent even prior to the submission of the annual 
accounting. 

Mr. Anuen of California. Well, what would the figure be on which 
the 75 percent is based if there has been no accounting of what the 
expenses are for the year? 

Mr. Casey. I think perhaps that question should better be addressed 
to the Maritime Administration. 

Mr. Auuen of California. I will address it to anybody who can 
answer. 

Mr. Sraxem. The 75 percent that is payable is based on the esti- 
mated subsidy payable less the amount of recapture which we estimate, 
from looking over the records of the company. 

Mr. Auuen of California. Do you get some kind of a report, whether 
it is final or tentative, or whether you make it yourself or whether the 
company makes it, on which to base your estimates / 

Mr. Srakem. Our people are constantly in the records of the com- 
pany checking the subsidizable items and auditing the subsidizable 
items, and then after we get a temporary rate, the 75 percent can be 
paid on the basis of a temporary rate carried forward into the years 
until the permanent rate is filed. 

Mr. Aven of California. I think you still have not answered my 
question. Do you get some kind of a report by either your own people 
or someone else, either tentative or final ¢ 

Mr. Sraxem. We get a voucher from the lines which gives the sub- 
sidizable expense. 

Mr. Auuen of California. Do I take it from that that you do not 
get a report ¢ 

Mr. Sraxem. Mr. Allen, maybe I might say, I think we are getting 
confused this annual accounting with the audit of the subsidized ex- 
penses. The advance of the subsidized payments is based on the audit 
of the subsidizable items which is made currently. 

The other audit is only for the purpose of determining recapture, 
and it isn’t a necessary part of the advance of the subsidy payments. 
That is made on the basis of the audit of the subsidizable items. 

Mr. Auven of California. I think I understand that, but it seemed 
to me that Mr. Stakem said that they credited the estimated subsidy, 
and against it, the estimated recapture. Where do they get any basis 
for estimating a recapture unless there is some sort of a report for the 
year involved ? 
~ Mr. Harvey. You get a profit-and-loss statement. 

Mr. Auien of California. Then there is a report. 

Mr. Harvey. Not audited, but just presented by the—— 

Mr. Auten of California. That is fairly current, within a month 
or two of the close of each accounting period. 
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Mr. Harvey. As fast as they submit them. They usually submit 
these vouchers quarterly. 

Mr. Avten of California. Then it would be within 60 days of the 
termination of any accounting—— 

Mr. Harvey. That is right. 

Mr. Bonner. Mr. Chairman. 

The Cuarrman. Mr. Bonner. 

Mr. Bonner. Mr. Clark, do I understand from your testimony that 
subsidized operators are submitting expense accounts to the Maritime 
Board that include illegal items and that the Board is now aware of 
that fact? 

Mr. Crarx. I wouldn't say the former first portion—— 

Mr. Bonner. I am talking about from your testimony. Do you 
understand that is correct / 

Mr. Crank. My testimony; yes. Iam saying that this is evident— 

Mr. Bonner. Subsidized operators with whom we have a contract 
have submitted to your Board reports that include illegal items that 
are not included in their contract with your Board; knowingly they 
have submitted that. 

Mr. Cuark. Yes, I think I testified 

Mr. Bonner. Your answer then is “Yes.” 

Mr. Crark. Yes. 

Mr. Bonner. Well, then, is that conspiracy, fraud against the 
Government ? 

Mr. Cuark. I think a great deal of it is perhaps by mistake, and we 
are submitting today a full report on the disallowances in that 
connection. 

Mr. Bonner. You think it is by mistake? 

Mr. Ciark. It is impossible for me to judge the intent. 

Mr. Bonner. I mean, you are the Administrator; you are the opera 
tor. I want to be charitable in this, but from your own testimony I 
have been shocked and surprised here. You have found this—isn’t it 
16,000, and so forth—in these three that you checked accurately? 
You found so many thousand dollars. 

Mr. Cuark. Sixty-four, yes. 

Mr. Bonner. That is, that you know is illegal and fraudulent. So I 
want to ask you, what are you doing then with these operators whom 
we are trying to help? It doesn’t make any differe ice about the figure, 
whether it was a million dollars or forty-six thousand. You have 
seen it, and you know it was put in there fradulently. 

Mr. Crark. I have not see it yet. 

Mr. Bonner. Well, your agency has discovered it. They are fraudu 
lent entries, is that correct ? 

Mr. Staxem. I wonder if I might answer—— 

Mr. Bonner. Mr. Clark, you just testified a minute ago that you 
found—<—<< 

Mr. Crark. I don’t believe you indicated it was—— 

Mr. Bonner. You led me to believe that from your testimony SO 
far. 

Mr. Crark. May I hear the testimony read ? 

Mr. Bonner. You would have to go back in all of this that you have 
heen testifving to, but that has led me to this conclusion, that the 
Maritime Board, from the record of this New York Crime Commis 
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sion. and so forth—and in checking back over here—have found 
least $46,000 or more that shouldn’t have been included. 

Mr. Cuark. And which we will disallow. 

Mr. Bonner. And certainly a good operator knows these figures 
were incorrect and shouldn’t have been included, and which you 
disallowed. 

Mr. Crarx. I would agree they shouldn’t be included; yes, sir. 

Mr. Bonner. Then have you reported this to the Department of 
Justice ? 

Mr. Crark. This is a document that has just now come in, 

Mr. Bonner. I mean your findings on this matter. Aren’t you 
required—— 

Mr. Cruark. We are working on this with Justice. My counsel 

at the facts of it 


advises that that is going forward. I don’t know wl 
are. He can explain if he desires. 

Mr. Bonner. My conclusion and the thought I have in my mind is 
correct ¢ 

Mr. Crark. We have found these items, which are not proper items. 
We are going to disallow them, and we are working with Justice; yes, 
sir. 

Mr. O’Nemu. Mr. Chairman. 

Mr. Clark, how can you make an indictment like that—and I don’t 
know any of these companie s—that they have made fraudulent claims, 
if in the past they were allowed before they were discovered by an 
investigation committee in New York City / 

It doesn’t seem to me as though it is a fair statement. I think if a 
ompany had put these things before the Board al — 

Mr. Ciarx. May I clear the record? I have not said they are 
fraudulent at this stage. As I said, they are improper and disallow- 
able. I have not said that we are recommending any indictments. 
What I have said is—and counsel] for my own gene ral counsel here— 
that we are working with the Justice Department. 

Mr. O’Nems. If in the years they were allowed, don’t you think it 
is the natural thing for the company to continue asking for the same 
tems, and then all of a sudden you discover them, or they have been 
discovered. ' 

Mr. Ciark. IT don’t know that 1 could answer that. 

Mr. Bonner. Mr. Clark, you would say this: They are not in 
accordance with the contract, and the contract is underst: indable—— 

Mr. Ciark. We have disallowed hundreds of items of that nature. 
We screen the subsidizable items as they are submitted to us at all 
times, and we are disallowing hundreds of items over the years. That 
is the thing that I am filing with the committee tod: ay so you can see 
just exactly what these are. 

Mr. Bonner. But in the past a lot of these items have been paid, 
and the books have been closed. 

Mr. C1 ARK. The books were not closed. Subsidies have not been 
paid on these. We only pay a. ss subsidizable items, and again this 
comes in only at the point of recapture where you talk about annual 
audits, not subsidiz: ible e xpenses. 

Mr. Bonner. The point I make is that the contract is understand- 
able between you and sy operator. 
Mr. Ciark. Yes, sir; that is right. 
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Mr. Bonner. Yet these items were included as expense accounts in 
the operation under the contract. 

Mr. Ciark. That is true, sir. 

Mr. M AILLIARD. Would the vel tleman \ ield ¢ 

Mr. Bonner. Yes. 

Mr. M AILLIARD. In connection with what Mr. Bon er has said, sir, 
and in further reference to you sum of 864,000 in ite which vou 
found which you were not going to allow, have any of those same 
items 11 the past ever been allowed ¢ 

Mr. Cuark. I can only answe) 

Mr. Martirarp. Since you have been in charge 

Mr. Crark. Not to my knowledge, sir. 

Mr. Maiurarp. Thank you. I wanted that for the record 

Mr. Maanuson. May I ask a question ¢ 

I would like to ask if you have any evidence as Maritime repre 
sentative of any fraud or items that were oby OUusI\ padded, vO ild 
you consider that anything could be clone about it ¢ 

Mr. Cuark. Yes, sir. 

Mr. MAGNUSON. You mentioned those five criteria you used 
estab! shing the ite, 

Mr. CLark. Yes. 

Mir. MAaGnuson. Suppose they were not n ose. but vou had ev 
dence that there were practices of that kind. Wouldn’t it be youn 
responsibility to the Maritime Commission people to protect us ot 
that ? 

Mr. Cuark. Yes, sir; it would be. 

Mr MLAGNI SON. Have they evel had Wy) such nstances or done 
anything about it ? 

Mr. Criark. I think the record of the past is not too clear, but J 
will say that we are doing it now. Weare doing it now. 

Mr. Dorn of New York. May I ask a question, Mr. Chairman ? 

The CHatrMan. Yes. 

Mr. Dorn of New York. Do you still do business with the firms 
that had these disallowable items to the extent of about $64,000? Do 
they still receive subsidies ? 

Mr. Crark. Yes, sir. 

The CHarrman. Mr. Clark, you say that you have disallowed items. 
Now, these people who present them present the NH fraudul ! tly with 
the idea of getting money from the Government, and then you dis 
allow them. Then you don't recommend any criminal prosecution. 

In other words, the nature of the Maritime Commission has been 
in the past—and, it seems to me from your testimony, right up to 
now—to protect the subsidized lines and everybody else who is try ng 
to vet money out of the Government fraudulently or ot herwist \ 

Mr. Ciark. Not at all. , 

The CuarrMan. You think it isa mistake: you volunteer “mistake.” 
It seems to me it would naturally follow that these people can say, 
“Wo are making a mistake, and we are nice people; nothing Is eoing 
to happen.” It hasn’t in the past and isn’t going to under your 
administration. 

Mr. CuarKk. No, sir, I don’t mean 

The CHatrrMan. And you call it a mistake. 

The meeting is recessed until 10 o’clock tomorrow morning. 

(Whereupon, at 12 o’clock noon, the meeting was recessed to 


10 a.m., Wednesday, March 11, 1953.) 
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Unirep Sratres Houser oF REPRESENTATIVES, 
COMMITTEE ON Mercuant Marine anp FISHERIES. 
Washington, D.C. 

‘The committee met, pursuant to recess, at 10:10 a. m., in the com- 
mittee room, room 219, Old House Office Building, Hon. Alvin F. 
Weichel (chairman) presiding. 

The CuHatrmMan. The meeting will please come to order. 

Admiral O’Neill, of the Coast Guard. 

There have been statements in the press and it has come to the at 
tention of the committee that the Coast Guard may be r sponsil le for 
the lawless characters that have been found on the waterfront. So, 
I called Admiral O’Neill, of the Coast Guard, to determine the au 
thority of the Coast Guard. 

The Coast Guard isn’t just an ordinary policing agency for the 
whole United States, and I wanted to bring the admiral in here to 
state what their authority is to refuse to issue passes to people of 
questionable reputation. 

Admiral, will you tell the committee, with reference to the au- 
thority of the Coast Guard to issue security passes on the waterfront, 
just what the yu isdiction of the Coast Guard is and the extent of its 
responsibility for lawless conditions reported in the papers ¢ 


STATEMENT OF VICE ADM. MERLIN O’NEILL, THE COMMANDANT, 
UNITED STATES COAST GUARD 


Admiral O’Neiti. Well, Mr. Chairman, the Coast Guard port se 
curity program stems from the Executive order issued by the Presi- 
dent under the Maenuson Act. Phat act amends the Kspionage Act 
of 1947 and provides—as a matter of fact, it authorizes the President 

whenever he finds that the security of the United States is en 
danat red by reason ot war, threatened War, Invasion or subve rsive 
acti lly, he nay take appropriate measures and issue rules and reg 
ilati s to gover the ane ho age und the movement of wuny foreign 
flagship in the territorial waters and also to safeguard from sabotage 
and other subversive activity vessels and piers and waterfront 
facilities. 

As a result of that amendment to the Espionage Act, the President 
found that the security of the United States was endangered because 
of subversive activity. 

Under that authority the Coast Guard port security program was 
set up. The President issued general rules and regulations which 
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iuthorized us to issu port security « irads. These are the identifica- 
tio! edentials. called port security cards. among others, to water- 
front work. 


Phose port-security irds can be denied to a man who has been 
CONN ted ot trenson, sed tion, sabotage. esplohnagve, 1] he IS under the 


nterests are contrary to the 


emplov of a foreign government hose 
nterests of the United States. if he’s actively engaged in the over 
of the Gover t of the United States. f he’s associated with 
it i foreig ( domest organization that has been 
| subversive by the Attorney General 
hose. general, are the reas ne ¢ hy «le il of these cards 
In ide, 

It provides that the commandant can deny aca d toa person whose 
nresence on the iter rol ould be nin il to the security ot the 
ty edd State 

It's all tied with subversive activity sé ty measure. It is a 

ted program Phat is, the overall port security program 1s lim 
ipplies D r reas and (hese port security 


rds, these identification credentials, are required only in the re- 
tl ted areas Within the 10 principa port areas. Lhose restricted 
reas are the areas where military supplies and MDAP shipments 





mil iry cdetTense assistance program shipment and the handling of 
eX} ives are being made. In other words, it’s tied in primarily with 
the protection of 1 itary shipments, 


Mur activities under the port security program, i addition to the 


iunce of these port security cards, concern the screening of the 


nerchant seamen, the supervision of the loading and unloading of 
explosives in explosive loading areas, the control over the movement 
of any ship, foreign or domestic, in the territorial waters and the 


waterside patrol of the waterfronts, primarily the waterfronts of these 


restricted areas 


| CHarkMan. As to whom the stevedoring companies or those 
ontrol the dockside facilities permit upon then property, you 
have no authority over them by law, of any kind of dese1 ption, except 
\ nentioned here relative to milit ivy deTense matters 4 
\dmiral O°Nern Well, that’s true We re ire that a man who 
wo >in one of these restr ected areas be he a lor oshoreman or em 
ploves of a Supping company f he | oceasion to be on the water- 
front in connection with his business 1 these restricted areas, he must 


have one ot these port secul C\ cards to get down onto that water- 
Tront area. 
Phe CuamMan. Outside of that, by law or Executive order, you 
exercise no jul isdiction over the people who go about the waterfronts ? 
Admiral O’Neitu. No, sir. 
Phe CratrMan. That is absolutely a local affair, except as you 
mentioned / , 
Admiral O’Netiu. That is true, Mr. Chairman. 

The CuatrmMan. In other words, you are not charged with control 
or responsibility 1f a man’s character and reputation is bad. or if he 
rc Pen CONN ted of steal her al automobile and he is down there ? 

Admiral O’Neitn. No, sir: only where his acts are deemed to be 


} 


potent lly dangerous oO the security of the United States. 
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The Cuatrman. The other responsibility is solely a local or State 
one ¢ 

Admiral O’Neiti. That’s a State or municipal matter for {heir law 
enforcement activities, we feel. 

The CuatrmMan. Does any member of the committee want to ask 
any questions ¢ 

Mr. Norstap. There is a duplication in this type of work, isn’t 
there ¢ 

1 know in Portland, Oreg., on the Columbia River, at the ammuni 
tion depot, that the Army was doing the screening there. Now, I 
don’t know whether you people were dome it. too. 

Admiral O’Nemu. Well, in some places the commanding officer of 
the facility, in addition to the card that we issue, may have certain 
requirements. In other words, he would exercise a function of coln 
mand because he does have complete control over that. 

Mr. Norpnap. Is that a duplication, of which we seem to have an 
adequate amount ¢ 

\dmiral O’Neitn. No; that is no duplication. 

Mr. Norpuap. As | recall the case, I think the men had clearance 
from the Coast Guard but not from the commanding officer of the 
unmunition depot. 

Admiral O’Nemu. That is true. In most cases they honor these 
port-security cards that we issue. 

In San Francisco, when it first started, we had a request from the 
\rmy embarkation area out there to screen their employees and issue 
them cards in that area. 

Mr. Norpuap. This is a case where the Coast Guard had passed the 
people, but the Army refused to do so, 

Admiral O’Neiti. Well, that probably does happen in a few cases, 
where the commanding officer of the facility wishes to handle it him 
self. Then that is entirely out of our hands. 

Mr. Norstap. One more question: Speaking of the west coast, does 
Mr. Harry Bridges have a security card to go into the ports of em 
barkation ? 

Admiral O’New. To my knowledge, he has never applied for one. 

Mr. Norsiap. Thank you. 

Mr. Srety-Brown. Could I- 

The CyarrMan. Mr. Seely-Brown. 

Mr. Srevy-Brown. Admiral, what sort of check can the Coast 
Guard give to an applicant’s credentials ? 

\dmiral O’Net1. When he makes out an application for a port 
security card, that is sent down here and that is then referred by us 
to the FBI; and then, based on information that we get from the 
FBI, we determine whether he should or should not be issued a port- 
security card. 

Mr. Srety-Brown. In other words, before you grant any port-secu- 
rity card, you have the clearance from the FBI that it is O. K. to 
grant the card in that particular case / 

Admiral O’Nemu. That’s true. We lean on the intelligence agencies 
of the Government primarily the FBI. 

Mr. Srety-Brown. Do I understand correctly that you have juris- 
diction only in the so-called restricted areas / 

Admiral O’Neinu. That’s true, sir. 
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Mr. Seery-Brown. For thes r" 
\ | O’NEILI | rect 
\I SEELY-Brow » 1) Ve K els 
} f ought te 
G of any racke I es being carried 
: é | 
\ 1 O’NeEmuz. Ne kno Lor f] I] 
ite ir | on ty “a ( i es ited a 
Mi. Seety-Brown. We | 9 primarily 
1 rv supplies to be sent 1 
) y be ent to Korea. The loading 
immed out normally the restricted areas. 
Admiral O’Neinti. They be carried out 1 
‘ Ly-RBrown \ o aha at o of 
tion of the 
What is : Che Militan | nsport Service f 


\dmiral O’Nem.. Well, I guess many of them are 


yo any informa 
on of the Coast 
out in those re- 


vy. J read in the 
the New York 
rea 


of loading Gov 


to various instal 


for those would 


ps is under the 


. but those ship- 


ments are made out of Government installation, primarily Army, an 


Well, now a good deal of that 


1 yf i Lave why res}. t\ itevel I I eC 


work is done by 


erantinge of the 


Admiral O'Netu. Yes: we e the port security ecards. 


Mr. Srety-Brown. To the civilian stevedores who would be in- 
volve work of t] rt ? 

\dmiral O’Nemu. Y¢ and those cards could or could not be 
( ( icceptable to the commanding officer of that particular Army 
pit 

MM SreLY-Brown. And vou ive ul no information regarding 
anv racketeering being carried o those p rticular areas? 


i 


Admiral O’Nemu. I don’t recall definitely. I've re: 


Wi of a lot of this 


Admiral O’Nemu. I don’t recall any that spe ally tied in with 


Mr. A ; 

Mr. Atuen of Califor 1. Admiral, I Vo did have 
of racketeering going on, is there any duty upo1 
Government to do anythi 0 

Admiral O’Netm.. No, sir. 

Mr. Auten of California. Would vou assume to gx 
uthority not given you by law? 

Admiral O’Nettu. No, sir. 

Mr. Auten of California. Thank you. 


any information 


your agency of 


in and take any 
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=m 
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I just didn’t want to give the information around if there is any 
trouble the Coast Guard is going to take over immediately, with or 
without the authority of law. 

Admiral O’Neitu. Yes, sir: that has been our stand. 

Mr. Auten of California. Now, has there been any charge, by 
anyone, that these practices under investigation of various harbors 
have had a phase in which there is an active subversive program in 
volved or an attempt by some potential or actual ehemy to endeavor 
to take action of a military significance against us? 

Admiral O’NeInu, No, sit 

Mr. Auten of California. Purely a matter of violation of other 
laws, if any, with regard to either bribery or the use of funds illegally, 
or something of that sort 4 ‘ 

Admiral O’Netmu. Yes, si 

Mr. Aten of California. No connection at all with the program in 
connection with which you issue your cards of identification 4 

Admiral O’NEILu. Nothing In connection with subversive activities 
or security matters, anything like that. 

Mr. Auten of California. In the practice of issuing cards, could 
you tell us what proportion of the applications are granted and what 
proportion are denied ? 

Admiral O’Nettu. Well, in the overall program, the screening pro 
oram, we have sereened app eoxtnntals 600,000. That is both the 
merchant seamen and the waterfront worke ‘rs. About 2.600 were de 
nied cards and about half of those have been granted to them later as 
a result of appeals, but about 50 percent have been denied. 

Mr. Auten of California. About 1.300 then of 600,000 have been 
denied / 

Admiral O’Neini. Yes, sir. Those are round figures. 

Mr. AuLen of California. Thank you, sir. 

The CHatrMan. Mr. Bonner. 

Mr. Sheehan. 

Mr. Surenan. Admiral, again getting back to these newspaper ac- 
counts, which is, of course, secondhand “and which is the way we all 
know about this case, insofar as the Coast Guard has to do with the 
security—and the charges have been bandied about in the newspaper 
that these unions are in control of Communists—has the Coast Guard, 
as such, ever tried to check into the union phase of the application for 
security cards? 

Admiral O’Newn. No, sir: we haven’t gone into the union activities 
on that. 

Mr. Surenan. Well, insofar as they apparently control who works 
and who doesn’t work in these harbors, especially in New York, would 
it not be proper for your Department to try to check to see whether 
this is a true statement or not? 

Admiral O’Netu. Well, if they are affiliated with or sympathetic 
in any way with any of these Communist organizations, we would 

get that information when their application is reviewed here. 

Mr. Surenan. Does the FBI work with you in giving that infor- 
mation ? 

Admiral O’Neitn. Yes; those applications—those names—are sent 
to the FBL. 








Mr. Simeenan. Would the basis of Communist membership in the 
Party be a basis for refusing a security card in your Department or 


Mr. Norsitap. Mr. Chairman. 
Che CnarrMan. Mr. Norblad. 
Mr. Norsiap. I don’t want to dwell on this subject at length but, 


or 0 bh k to th matter of the ¢ ol imbia R ver, there comes to my 
n ( ere W ( ! the Coast G ward said were good 
securitv risk ind 35 whom the Army said were not good security 
risk “Ts that because of the difference in the test in the security or 


lack of coordination between the Army and Coast Guard, or why is 
there such a great dis repa \ there 

\dmiral O’Nems.. Well, I don’t know why that discrepancy would 
be. As I said, we lean on the information that we get from the in- 
telligens -agencies. It could well be. 

Mr. Norpiap. You have the same sources—I take it the sources are 
coordinated at intelligence—of information on these people? 

Admiral O’Nertu. Yes. We deal primarily with the FBI and they, 
in turn, as far as I know, coordinate their activities with the other 


intel] gence agencies 
[It could well be that the ommal dit ha ofh eC] f that Fac ility -he 
may have had some loeal 1 for! 1atlo In regard t¢ them that he just 


didn’t vant them to work on at h facil ty. 
Mr. Norsiap. That couldn’t be because it was 50 miles away. I 


1 ? , . 
cit t think cney would ky ibout some local htormation when 


vay ll this case. 

Admiral O’Nettu. No. I don’t know what check he makes. 

Mr. NORBI AD. I have no other questions. 

Che CHarrMan. That is all. 

\dmiral O’Nery. All right; thank you. 

Mr. Ctarpy. Mr. Chairman, I had one question I would like to ask. 
‘The Cuatrman. Mr. Clardy. 

Mr. Crarpy. Does the list of those you consult for information in- 
clude the files of the various committees of Congress ? 

Admiral] O’N?: ILL. You mean-— 

Mr. Crarpy. In other words, you said the FBI principally. I am 
wondering whether y« et in touch with both Senate and House 


they were 50 miles aw 


con ttees that may | ive ] fo nacion. 

Admiral O’Neitu. No, sir: we don’t consult with them. 

Mi ( LARDY. Do vou kno whether the FBT doe ¢ 

Admiral O’Netnu. I don’t know whether they do or not. I couldn't 
answer that. . 

Mr. Cuarpy. For my personal information, would you mind check- 
ing up and let me know ? , 

Mr. Dies. I can furnish you the answer to that, if you want it, Mr. 
Clardy. 

Mr. Cuarpy. All right, Mr. Dies. 

Mr. Dries. We prepared a list of several hundred thousand names 
and the FBI has had access to that information since 1938. 

Mr. CLarpy. I know they have had a ‘ess to it. but 


ee 
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Mr. Dies. They have access to the files and information of all thes 
senate and House committees as far as that concerned. 

Mr. Crarpy. Yes. 

Mr. Dies. That is where they cot thei nformati on tl ('on 
munIsts, 

Mr. Crarpy. Well, you have at vered the question that l was 
hoping the witness would answer. 

Mr. Dres. But the point of that which nt clear to me thi 
Congress has found—rather, the commitees of Congress have found 


eertal organizations to be under the control of Wists. All the 


other ce partinents now have subseque itly onfirmed that. 
Nov if isa recoonized fact that tl 


{ the unior themselves, the parent 


organizations, have expelled cme of these Comn hist dominated 
unions. 
When you 20 to make your security check, the fact that a man he 


longs toau n that has been found to be domn ited and controlled 


by Communists. what effect would that have upon your rejection of 
appl cation 4 
Yo may hot have ali evide e that he, | imself, 1. Commun St 3 
but if he continues to affiliate with an organization that all committees, 
that the FBI and the unions, the parents organizations, themselves, 
ay, “This is a Communist organization.” would you consider that 
and reject a man’s applic ation because of h continued affiliation 


with such at organization ¢ 


Admiral O’Neimn. Well, I think that would depend entirely upor 
whether the man, himself, were affiliated with—— 

Mr. Dies. That is what I mean. 

Admiral O’Nritt. Or associated with, in a way that he was sympa 
thetic to their aims and purposes of arnrenne the Government 
He might be ai employee of the union It mig! t be under tl he domina 


tion of the Communists- whereas he, ae might be pel fectly al] 


right. 

Nha DTEs. | don’t see how th if could evel be deter nined. In other 
Ww ad 7 if a fellow persists, as Maly of these people di al persist 11) Te 
taining then membe rship i in the elr organizations after Ba ed been 


repeatedly exposed and expelled from the parent organization, it 
would seem to me that his conduct in remaining a member, in retail 
ne his membership, inv new of all that has come about, would raise 
a serious question about his security risk. 

Admiral O’Netii. Well, that article in the regulation has bee 
pointed out to me, if I may read it to you here. 

Mr. Dies. Yes. 

Admiral O’Nemtu. This is basis for denial of these port-security 
cards—-one of the reasons: 


I 
t 


I the belief that the individual is or recently has been a member of or affil 
iated or sympathetically associated with any foreign or domestic organization, 
association, movement, group or combination of persons which is or which has 
been designated by the Attorney General as being totalitarian, Fascist, Com 
munist or subversive, which has adopted or which has been designated by the 
Attorney General as having adopted a policy of advocating or approving the 
commission of acts of force or violence to deny other persons their rights 


and so forth. 
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Mr. Dies. Well, that may be adequate now, but it certainly wouldn’t 
ive been adequate 

Admiral O’Nemu. The unions 

Mr. Dies (continuing Under some of the Attorneys General we 
ad not subversive or- 


7 ] 1 2 ] 
lave had because, to mV KhnoVW ledge, they had hel 


ganizations that have since been generally recognized as subversive. 

Admiral O’Nemu. But the unions have not been so designated by 
the Attorney General. 

Mr. Dues. In other words. the ILWI the International Longshore- 
men’s and Warehousemen’s Union—unless that is designated by the 
\ttorney General as subversive, there wouldn't be any occasion to re- 
ject the application of a member of that union 

Admiral O’Nemu. That is right. 

Mi Drs. Although accumulative evidence est iblishes beyond the 
venture of doubt today that {1s controlled by Communist leadership ¢ 

That is all I have. 

The Cuarreman. Mr. Syran of Mutual Security. 

Will you give the stenographer your name? 


STATEMENT OF ARTHUR G. SYRAN, DIRECTOR OF TRANSPORTA- 
TION, MUTUAL SECURITY AGENCY 


Mr. Syran. Arthur G. Syran—S-y-r-a-n—Director of Transporta- 
tion, Mutual Security Agency. 

The CHarrmMan. You are the Director of Transportation of the 
mutual security program, which was formerly the ECA and Mar- 
shall plan ? 

Mr. Syran. That is right, Mr. Chairman. 

The CuHatrmMan. And all those? 

Mr. Syran. Yes, sir. 

The Cuatrman. As Director of Transportation, you have under 
your control the actual shipment of so-called aid goods to the various 
countries ¢ 

Mr. Syran. Not quite. We do not have actual control of the ship- 
ments. 

The Chatrrman. Well, you know how it moves? 

Mr. Syran. Oh, yes. 

The Cuatrman. And you are the Director? 

Mr. Syran. Yes. 

The Cuarrmman. Including what is carried in foreign-flag ships and 
what is carried in American-flag ships? 

Mr. Syran. That’s right, sir. 

The Cuatrman. Now. with reference to the payment for that which 
IS carried In American flag ships, ao you pay that money directly to 
American-flag ships ¢ 

Mr. Syran. No, sir. 

The Cuarrman. What? 

Mr. Syran. No, sir. 

The Cuamman. How do you pay that ? 

Mr. Syran. That is on a reimbursable basis. Under the statute 
we are required to finance the movement of cargoes through normal 
channels or commercial channels of trade. 

The Cnatrman. In other words, whatever the foreign-aid country 


pays for the movement, you reimburse them ? 
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Mr. Syran. Mr. Chairman 

The CuarrmMan. Is that correct ? 

Mr. Syran. Not quite, sir, in that they submit a voucher and on 
the voucher or bill of lading, or charter party, when they submit 
that, the price is specified on it. 

Mr. Ctarpy. May I inguire who he means by “they” ¢ 

Mr. Syran. The foreiga 

The Cuairman. The foreign-aid countries. 

Mr. Syran (continuing). Aid countries. 

Lnd when they do submit that. in normal course, We eXaniline the 
actual document and the rate. If it applies to a line of service, w 
pay and reimburs at the rate that p iblisl das the offi lal tariff 
rate of the country 

The CuarrmMan. Well, now 

Mr. Syran. In France, we pay what the market rate may be at that 
particular time. 

The Cuamman. Well, with reference to line of rates— 

Mr. Syran. Yes, sir. 


The CrarrmMan. That is the so-called onference rate, where the 
S zed Vines and ne of the other lines and the foreign lines sit 
around the able to deterniune \ it they ave going to chares for 


oceangoinge freight / 
Mr. Syran. That’s rig 
The Cramman. And the basis of the charge that is finally dete 
nit) ec. pel ton or otherwise, 1s supposedly based Ol then costs, what 


ever they are ¢ 

Mr. Syran. I assume so; yes, sir. 

The CrnatrMan. Now, as to what is in the rate, based on thei 
costs—whether they are legal or illegal, or otherwise—that is where 
the rate comes from on the so-called liner services ? 


Mr. Syran. Well, all we do 

Phe Caiman. I mean that is where they come from, generally 4 

Mr. Syran. Yes 

The CiairMan. You are a transporation man ? 

Mr. Syran. Yes: I know, Mr. Chairman. What we do is—if it is 
4 publis ied rate, obviously, as you have nicely ndicated — 

The Cuamman. You just take that’ That is what you mean 

Mr. Syran. We take the rate, but we don't go beyond that. 

The CHairman. That is how the rate is generally formed and 
mace ? 

Mr. Syran. I assume so; certainly. 

The Cuarmman. Now, with reference to that whieh is carried o} 
foreign-flag ships—and we had some difficulty with your mutual 
security program in this giving away to the foreign countries—I 


/ 


mean you were hauling it practically all on foreign flag ships without 
regard to American flag ships when fifty or sixty thousand seamen 
were standing on the dock, and later Congress passed a law and said 
you had to carry DO percent, and as soon as Congress was out of ses 
sion you disregarded that; and Mr. Hoffman came up here—and you 
were with him—and said to this committee that vou didn’t think 
that was binding, even though Congress passed the law. ‘Then you 
made reports, since about a year ago, as to how much you were actu- 
ally following the law. 
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So, with reference to following the law now, to some extent, how 
much do you pay the foreign flagships for their operations, and how 
do you determine that / 

Mr. Syran. Well, we pay the foreign countries if they move it on 
foreign lines only y when third nations are used—the third nation flag 

ised, 

lo expand a little further, the dollar payment is made only where 
tne dollar Is necessal ily a requirement. If a French vessel, for eXaln- 
ple, should take cargo from the United States, with destination a 
French port, no dollars are paid whatever on the ground that the 
expenses of the operation of that vessel can all be met with francs of 
local currency. There is no need for the payment ot dollars and we 
pay ! othi o 1n that connection. 

The CHairman. Does that come out of this Mutual Security fund 
just the same ? 

Mr. Syran. No; that is a payment made by the individual country 
out of its own funds 

The Cuatrman. You mean they actually use their own money 4 

Mr. Syran. Yes, sir. 

Phe Cuarrman. Theirown currency / 

Mr. Syran. Their own cur rency. 

The CHarrMan. It isn’t charged back a 
France ¢ 

Mr. Syran. No,sit 

Mr. Ciarpy. You don’t mean to imply they do not take that fact into 
account when they ask for money, do you?’ 

Mr. Syran. Obviously it ends up in a question of balances of pay- 





gainst whatever you allow 


ments. 
Mr. Ciarpy. It ends up with Uncle Sam footing the bill, doesn’t it ? 


1 


Ir. Syran. No, sir; I wouldn’t go that far, because when you are 
volng mto the balancing-of payments field, you are voing a little 
beyond me. That is a little too much for me. 

Mr. Ciarpy. Well, you are probably a little over my head, too, but 
lea ee the end result. 

Che Carman. Proceed. 

Mr.Syran. Yes 

Now. however, when a Norwegian flag vessel is used for the move- 
ment of a cargo from the United tates to No rway, and since it would 
he ex the United States, a dollar freight payment ‘would be the normal 
custom of the trade. Phe MSA does finance that transaction and 
charges that money, the dollars, to the overall allotments made to the 
French Government. That is to say the French (sovernment, if it 
had to use a Norwegian vessel and it didn’t have the dollars with 
which to pay, it would require those dollars and that would be charged 
against the F rench company. 

The CHatrmMan. Well, now, with reference then to the movement 
of the Mutual Security cargo — 

Mr. Syran. Yes, sir. 

The Cuarrman. Has it come to your attention that that directly or 
ndirectly, in connection with the use of these funds for transportation, 
either by Aimerican flagships, foreign flagships, or the flagships of 
the aid countries, that there has been pressure to pay certain amounts 
of money 


Mr. Syran. No, sir 
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The CuarrmMan. Like the figures mentioned in the investigation in 
the port of New York? 

Mr.Syran. No, sir. 

The CuarMan. Have you heard of any such operation in the trans- 
portation of foreign-aid goods? 

Mr. Syran. I didn’t quite get your question, Mr. Chairman. 

The CHatrMan. Will you read the question ¢ 

(The reporter read the question as follows: 

“Have you heard of any such operation in the transportation of 
forelgn-ald goods?) 

Mr. Syran. You mean France, as such, Mr. Chairman ? 

The CHairman. No, no: with reference to paying money at the 
port of New York 

Mr. Syran. No, sir. 

Phe CrairMan. Or paying the officers 

Mr. Syrran. No, sir. 

Che Cuamman. The officials—— 

Mr. Syran. No, sir. 

The CuHarrman. Of shipping lines 

Mr. Syran. No, sir. 

The Cuarmman. Or the shipping lines, themselves. 

Mr. Syran. No, sir. I didn’t know that. 

The CHamrMan. \ccording to the newspaper reports, it has been 
paid both ways. 

Mr. Syran. Well, I’ve read them, of course. 

The Coamrman. I was wondering whether this agency had any 
knowledge of that. in view of this vast program of moving ECA 

d Mutual Security goods 

Mr. Syran. No, sir: we had none. 

The Ciramman. Any questions? 

Mr. Tollefson. 

Mr. Tortierson. Did I understand you correctly when you cited 
the illustration of a Norwegian ship carrying cargo? You said 

irving it toa Norwegian port. Did vou mean that ? 

Mr. Syran. No, sir: I meant a French port. I beg your pardon. 
I may have misstated it. It is only tf it were cu ying cargo to 
Norway, no dollars again woul d. 

Mr. Torrerson. Yes. That is the question I wanted to ask. 

Mr. Syran. Yes, sir. 

Mr. Totierson. Can you tell us what percentage of Mutual Se- 
curity cargoes are carried in foreign bottoms / 

Mr. Syran. Yes. We've complied with the statute. The fiscal 
year before last—that is ending 1951—I think it was 77 percent—that 
is of tramps—that was on American-flag vessels, and about 55 or 56 
percent was on liner eargoes (merican flag ve sels, Last year I 
think it was around 64 or 65 percent on bulk cargoes that went on 
United States flag. 

Mr. Ti LLEFSON. You are talkin or ibout tonnage 4 

Mr. Syran. Yes, sir; and on the bulk cargo carrying there was 
about 54 percent. 

Now, this year, from the preliminary reports that we have for the 
first 6 months, it looks that we're just about 50 on both the bulk 
ind in the liner cargoes, 


] ¢ 
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Mr. Totierson. Now, you take into consideration the total cargo; 
vou don’t deduct, then, cargo, for instance, carried from our ports to 
Krench ports by the French ? 

Mr. Syran. No, sir; we take the whole thing. The symbol that 


attaches to a piece of cargo that is financed by EC A—we trace the 


cargo. Therefore. if. on youl example, a Norwegian vessel did 
take a cargo from the Uuited States for Norway and no dollars were 
pa 1, that, nevertheless, is an MSA financed cargo and is classified as 
1 


laving been carried on a foreign-flag vessel and an equivalent amount 
must be moved on an American-flag vessel. 

Mr. Totterson. That is all, Mr. Chairman. 

The CHatrMan. With reference to the transportation of this cargo, 
you ap] eared up here with Mr. Hoffman. 

Mr. Syran. Yes, sir 


The Cu \IRMAN And you were required to make reports. 


Mr. Syran. Yes, sir. 

Phe Chairman. And, of course, the reports, when they are 6 or 7 
months stale don’t mean ve ry mu h. They are supposed to be made 
more promptly that 6G or 7 months after the ecurrence 


OW. ifter vou were up here 


Mr. Syran. Yes, sir. 
Phe CHarrmMan. You were supposed to be complying—and I read 


bine 


he newspaper that the General Accounting Office made a finding 
io nst your rroup. 


remember the finding of the General Ace unting Office 
Mr. Hoffman, who was head of the 

What did they call it? The ECA? 

Mr. Syran. Yes, si 

Phe Cuatrman. ECA—on transportation, of which you are the 


expert 1 if they paid Bi l hn lines a New Y ork some ST or $8 


Do yo 


} 


n on that weren't provided for so as to get around this very thing 
of hauling it on American-flag ships ¢ 

Mr. Syran. I have no recollection of that, Mr. Chairman. 

The CiatrMan. You say the General Accounting Office didn’t 


1 


j 
] e that hndine--e— 


Mr. Syran. I have no recollection of any sueceh— 
The CHARMAN. Just about a year ago? 


Nir. SYRAN NO, SIT! I have ne recollection of the General Account- 
Office having mac any Suu h audit, nor do I have any knowledge 


ol 

Phe Cnamman. Well, it was reported in the newspapers. 
Mr. Syran. Maybe so. 
The CHAIRMAN. Mr. Hottman resioned one day and the General 
Lccom ting ( \thice announced if the next day. 

Mr. SYRAN. Well, Mr. Hoffman left the Administration, I believe, 
in July or August of 1950. 

Phe Cuamman. Well, do you remember that announcement of non- 
col ipliance of the law? 

You don’t remember that? 

Mr. SYRAN. Well, | do know this-—— 

The CHarrMan. Or was the amount too small—six or seven million ? 

Mr. Syran. No, sir. 

The time Mr. Hoffman was up here—that was in the spring of 1949. 
What you did at that time, Mr. Chairman—you amended the statute. 
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Phe CHamrMAN. No: we had already amended it in the vear before, 
but you aqdy\ ised Mr. Hoffman that it wasn’t compulsory to do that. 

Mr. Syran. No, sir. 

The CHatrrMan. That is the testimony be fore this c limittee, who 
ever your counsel Was. 

Mr. Syran. Well, sir, that was—ves, but I didn’t testify 

Che CHatrMan. Oh, vou were not the counsel / 

Mr. Syran. No, sir. | 

Phe CHAIRMAN. I thought you were. 

Mr. Syran. No, sir. 

The CrarrMan. I thought you testified you were counsel and 
idmiralty lawyer and— 

Mr. Syran. No,sir. Tam, but I didn’t advise them on that. They 
nd a general counsel : 

The CHAIRMAN. Somebody) else advised them of that then? 

Mir. SYRAN. J suppose so. I don't know. 

Phe CuarrMan. Well, you were her 

Mr. Syran. Yes, sir. 

Che CHamrMAN. You remember— 

Mr. Syran. Yes. sir. The counsel was sitting in this room. 

The ¢ HAIRMAN,. And so were vou 4 

Mr. Syran. Yes. suv. 

Mr. ¢ LARDY. Did he augree With counsel on that ( 

The CHatrmMan, | mean the counsel wa supposed to have given 


4 


the opinion that the ivency desired to do what they wanted to do— 
ot follow the act oft ¢ OnYVTess He aidi 1b Was hot compulsory 

Mr. Cuarpy. Well, Mr. Chairman, I don’t think—— 

Phe CHamman. Do you still consider the acts of Congress com 
pulsory or are you following Mr. Hoffman’s views ¢ 

Mr. SYRAN. We are following the statute, Mr. Chairman. 

Che CHAIRMAN Well, could you vet those reports—it is nearly 
time now—at the end of the month instead of 6 months later—each 


one ¢ 


Mr. Syran. Well—— 

The CHAIRMAN. I received one the other day. Lt IS only 6 mol ths 
late. 

Mr. Syran. Vl tell you 

Phe CHAIRMAN. Then you say you are how vetting them up to the 
last part of 1952. 

Mr. Syran. Well, here’s the thing, Mr. Chairman: I think even 
the Bureau of Census’ figures are about 3 to 4 months old. It is a 
financing transaction. The actual papers, for submission by some of 
the participating countries, do not a tually come in until perhaps 45 
Ol perhaps as long as 60 day s after the accomplished facts. 

Now. we know in ceneral of { he program and the gveneral—— 

The CHatrMan. Yes, I understand, but don’t you know when a 
cargo leaves New York whether it is on an American-flag ship o1 
foreign-flag ship? Do you have to wait until somebody else tells 
vou / 

Mr. Syran. Not quite; not quite, Mr. Chairman. 

The CHAIRMAN. Well, you mentioned those months. 

Mr. Syran. We do not actually do the buying. If we actually did 
the buying and we actually booked the space, we would know precisely 
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what proportion went. We know in general terms, but the reports 
is submitted here must be, of course, precise to get an accurate state- 
ment as to how the movement is. 

The Cuamman. Well, then, you wait until the foreign-aid countries 
tell you—— 

Mr. Syran. No, sir. 

The Cuairman. How they ship them ? 

Mr. Syran. No, sir. 

The Cuairnman. That is what I understand from your testimony— 
hat you have to walt so long. 

Mr. Syran. No, sir. I am sorry. The way we know it is by the 
ctual submission of the papers when they come in for the financing of 
the commodity that has been shipped. Then we know precisely what 
he commodity was, and when they shipped it, and what vessel they 

pped it on. 

The CuHarmman. That is all. 

Mr. Bonner. Mr. Chairman. 

The CuHatrman. Mr. Bonner. 

Mr. Bonner. The witness, I don’t think, Mr. Chairman, answered 
Mr. Tollefson’s question In its entirety. 

Mr. Syran. Yes, sir. 

Mr. Bonner. As I understood you correctly, you spoke on bulk 
urgoes. You didn’t mention special cargoes and high-classification 
irgoes — 

Mr. Syran. No. 

Mr. Bonner. Freighters 

Mr. Syran. That applies the same as it applies to the other liner 
Mr. Bonner. Did you testify that the division of shipments, clas- 
hed goes, and high-class cargoes, has been in accordance with 


ict of Congress ¢ 


Mir. Syran. Yes. sir: they were by separate category. 


Mr. Bonner. Mr. Chairman, you will remember this discussion 
l VO e beTore 

\ Yes, 

Mr. BonneER And when tft] mmittee insisted on that being 

\t Syran. Yo 

Mr. Bonn? \ rth propriations to the Mutual Security 


Mr. Bonner. And shown then that you were not applying it 
to pe inl argoes 

Mr. Syran. Well, the reason for that at that time was that the 
tatute ther pl ior to Apl i] 1949 merely - uid 5O percent of the cargoes— 
lural and there was no clistinet on. 

Since that time, and as a result of the meeting her 

Mr. Bonner. So, vou made a distinction in the classification of the 
goes ¢ 

Mr. Syran. There wasn’t— 


Mr. Bonner. You gave the cheap cargoes to the American-flag 
hips and the high-priced cargoes to the foreign-flag ships? 
Mr. Syran. Well— 


Mr. Bonner. That is what you were doing then? 
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Mr. Syran. No, sir; there are two questions on that, Mr. Bonner, 
f I may explain. First, prior to 1949, as the chairman has brought 
out a minute ago, the statute said 50 percent in toto. There was no 
distinetion. 

Mr. Bonner. That meant all cargoes ? 

Mr. Syran. That is right. 
Then it was amended, and then there was a distinction made 
between bulk cargoes, tramp cargoes—tiat is, the bulk cargo moving 
on tramps—the high-paying type of freight generally moving on 
ners and tankers, tanker cargoes. 
mo, we review how each ot the three categories by themselves and 
ley gel a) percent of each of the 3. 
Mir. Bonner. Well, that was the intent of Congress. 
Mr. Syran. Right, sir. That was on the amendment of 1949. 
Now, when the question came up specifically about the value of 
tne cargo an the revenue cheap cargoes and more expensive car- 
voes—and if I remember correctly, Mr. Bonner, I think at that 
time vou made a comment upon that, about cornbread and white 


1 
1} 
I 


read—and it’s a matter of record—and we observed your sugges- 
me very carefully, and we have followed to see that 
there isn’t merely gsr compliance, for instance, on the liner 
argoes, that only the cheap freight goes on American-flag vessels 
ind the more expensive fre sight coes on foreign flags. 

We've observed your suggestion, 

Mr. Bonner. That’s all 

The CHatrrMan. That is all. 
Mr. Syran. Thank you. 
Phe Cramrman. Is there a representative here—— 
Mr. O'Netmin. Mr. Chairman, I would like to ask him a question. 
Mr. Crarpy. Mr. Chairman, I would like to ask him a question, 


TOO. 


tion at the ft 


Phe CHAIRMAN, Well. I don’t want to get too far into other busi- 


+ 1 
e concernine this forelon-aid business 


ecause that isn’t the pur- 
pose of this hearing. 

Mr. Cuarpy. No,sir. TI would just like to ask him one question—as 
to how many dollars we paid out on this transportation. 

I th = we should have that at least. 

The CHatRMAN. Weare ti r! ng to find out if they paid anything out 
nection with the rack 

Mr . Cuarpy. Yes, sir, and- 

» CHAIRMAN. Just a minute / 
. Crarpvy. What is that? 
The CHarrMan. Just a minute. 

Mr. QO’ Neill asked for recognition. 

Mr. Ciarpy. All right. 

Mr. O’Neiux. I would like to know how the different ports assigned 
the amount of work that would be transported from that port and 
mport, For example, | represent the city of Boston and they are 
nterested in getting some of this rubber that comes in on your aid 
program; and I understand it is assigned to the port of Portland and 
everywhere but Boston, 

(an vou @ive me an example as to why Boston hasn't been oven 
ts share of that business / 


Mr. Norriap. Which port does the gentleman refer to? 
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Mr. O’Netiu. Portland. 


Mr. Syran. Again, we would be in a position to assign if we had 


Hysie al contro] and purchase ot the Cargoes. We do hot assign and 

do not have any actual purchase. Weare an agency that finances 

e movement or, 1f we do not finance the movement directly, we would 

e another Government agency tl do the actual work We don’t 
therefore, assign any cargoes, nor do we m oo any distribution. 

Howevs r, your question has come up : number of times, particu- 

il L\ with New Ey Gland Phere have been all sorts of questions arls- 

ng on the differential in rates—the rail rates, the inland rates—and 


why, under the normal traflic conditions, cargo moves through one port 
ither tl in the other port. 

There are ometimes Competit e features betwen two ports that 

ive equal rates, but we do not assign or control the actual movement 
of cargo. We try to follow if it actually moves in a normal commer 

ial practice. 

Now, if it moves outside of the normal sphere of a movement of 
commer lal practice, where thers san 1) creased cost. we will deny 
financing on that. 

Wi have made spot ehecks. for instar ce, hbe@ini now ith 1819 and 
again in aL and again in 1951 to find out whether the movement of 

\IS L o1 kK * cargo into the ope market, in its Movements, is moved 
n any part ah way or did it follow the normal pattern—and we 
round that if did, SO that we're not in a position to say how much 

igo goes out ofa particular port Wedo not direct if. 


Mr. O'Netui. Well, then, who d _ it 2 


For example, you export so much to In dia, and they send rubber 
back here. Portland, Maine, as I Se ced has been getting quite 
ibitofit. It comes under this ECA program. I am trying to figure 
vhy Boston doesn’t get its share. 

Mr. Syran. I wouldn’t know, sit I wouldn’t know on that. If it 


Wa purchased by the Federal Supply Services, the rubber to be 
brought in the United States, the y woul ‘| be making the arr: ingements, 
If 1 as an export, ¥ here they would be moving the ear 20 from the 
Un tea | States, it is the control of the Federal Supply Services or the 
Department of Agriculture or the military. They would be the ones 
that would be affected, and I think the cost factor also comes in on 
he rail rate. I think one of the big difficulties in the Maine area is 
he inland rail rates. 

Mr. O’Nemu. | am not interested in the difficulty in the Maine area. 
Mr. Syran. Yes. 

Mr. O'NEILL. | 1m just interested n the difficulty in the Bo ton 


¢ 


Tt 


ports. 
Mr. Syran. Yes. 
Well. | don’t know. ] thought you said you were talking about 


Portland. 

Mr. O’Netitu. That is what I am driving at. I can’t understand 
why Portland is getting this particular type of business when it would 
seen more feasible that the Government could save money by LONE 
through the Boston port; but if it isn’t in your hands—— 

Mr. Syran. It isn’t, sir. 

Che CHatrMan. Could we go on, Mr. O'Neill? 
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We would like to help all of them. I don’t think it is in the 
control of this committee. 

Mr. O'NeiLt. Well, if it is, I will find it. 

Mr. Charpy. Witness, can you give me any quick approxima ron of 
the total amount we are talking about that has been paid out by our 
Government for transportation 4 

Mi SYRAN. Yes si 7 Call Give Vou a round heure, anal it is rather 
substantial. 

Mir. Charpy. What period and what amounts? 

Mr. Syran. IT would say the accumulative from the month of April, 
1948, which was the be@inning of the ECA program, up to, I believe 
last June it is around $900 million. 

Mr. CLarpy. Now, to get to a totally different subject, I have one 
more question : When you were elving us the percentages, I was not 
sure whether you were talking in terms of bulk or in terms of dollars. 

Mr. Syran. I gave 2 percentages each time. 

In the vear before last, the bulk was around 77 percent, United 
states flag, and about 5d percent in the line type category : and in 
the last vear, ending June 30, which was the last fiseal vear, I think 
the bulk was 56 percent and the liners were around 54 percent. 

Mr. CLARDY, \\ ell, vou misunderstood my question—— 

Mr. Syran. Yes, sir. 

Mr. CLtarpy. And I was a little obscure in asking it. 

Mr. Syran. Yes, sir. 

Mr. Cnuarpy. Are you talking about percentages in terms of the 
bulk of the cargo, the tonnage, or in terms of the revenue 7 

Mr. Syran. No, sir: Lam talking in terms of the tonnage. Accord 
ing to the statute 

Mr. Ciarpy. What would the revenue figure out in terms of dollars? 

\fr. MYRAN. Well. ] can’t break it dow nh for vou as to the revenue, but 
the statute deals with it so that we must follow it by the ton. 

Mr. Cuarpy. | appreciate that. 

Mr. Syran. We follow that. 

Mr. Crarpy. But I was curious to know— 

Mr. Syran. Yes. Now, apart from that, I think the second part 
of your question related as to what is the total amount—and it is 
around $800 million to $900 million. 

Mr. CLrarpy. You can’t give me any--— 

Mr. Syran. Breakdown 

Mr. Crarpy. Yes 

Mr. Syran. As to what they 

Mr. Crarpy. Foreign-flag and American-flag on a dollar basis. 

Mr. Syran. Oh, yes; Lean give you that, Mr. Clardy. 

Mr. Cnarpy. Let’s have the percentage. 

Mr. Syran. 75 percent of that eight to nine hundred million dollars 
was received by the American-flag vessels. 

Mr. Cuarpy. That is the figure I wanted. 

Mr. Syran. Thank you. 

Mr. Criarpy. Thank you. 

The CHarrmMan. Thank you. 

Mr. Syran. Thank you, sir. 

The CHairmMan. Military Sea Transportation Service. 

You may state your name and rank and position, 
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STATEMENT OF VICE ADM. F. C. DENEBRINK, COMMANDER, 
MILITARY SEA TRANSPORTATION SERVICE 


I) spell it for 





Admiral Deneprink. My name is F. C. Denebrink 


D-e-n-e-b-r-i-n-k—vice admiral, United States Navy, commande 

f the A tary Sea Trans} rtation Service. 

Phe CHamman. And these other men are your assistants? 

\dmiral Denesrink. Rear Admiral Wilson, on my right, is my 
deputy d chief of staff. Captain Warfield, at my left, 1s my comp 
tr ler, , 

Phe CHarrMan. Now, wit reference to the Military Sea Trans 
port Service—— , 

Is that the correct name / 


\dmiral Deneprink. Y 

The CHAIRMAN. s that an agency of the Armed Forces, by Execu 
tive order o1 by statute / F 

Admiral DENreBRINK. It a joint agency set up by the Secretary of 
Defense under date of Auecust 1949 to ) ovide. under one control, 
the age ey to tral sport p ople and thines for ali The armed services 
and other desionated Federal departments. 

Phe CHairman. Does the MSTS own ships of its own—I mean 
cargo ships and tankers? Do they own and operate some ships them 
selves ? 

Admiral DeNEBRINK. We hay [ want to be very—— 

The CnarrmMan. Well. you can just Say “Ves” or “No.” Does Mili 
tary Sea Transport have ships that they operate ! 

\dmiral Denevrink. We have ships—— 

The Cuarrman. Tankers or—— 

Admiral Denreprink. We have ships that we operate; but, Mr. 
Chairman, you asked me if we own them, and we don’t own them. 


) 
Che CHarMan. Well, vou have title to them. Do you have any 
that were transferred to Military Sea Transport ? 
L\dmiral Dent INK Ve AVE O title to any S Ds. We op rate 
large fleet of sh ps, some of which—— 
The Cu MAN. Liste ist stop the answer right there. 


Admiral Denepringk. All right. 
The Cuarrman. Have you any ships that are transferred to you 


fr Maa ie Administration? Do you have any ships that 
are transferred direct to your service fou operatior : 

\dmiral Deneprink. We operate under a general agency agree 
hit 

Phe CHAIRMAN. No . as vet t that. but wil] you answer ny ques 


tion’ Have you any ships transferred to your agency from the 
Maritime Administration or fro anywhere else 4 

Admiral Deneprink. I do not believe that we have had transferred 
to our agency from Maritime any ships W hich we operate, 

The CHatrMan. Now, the Maritime Administration have hun- 
dreds of ships in the laid-up fleet and have had since 1945, and you 
haven't asked for the transfer of any of those ships to your service 
from the Maritime? 

Admiral Denrprink. As far as I know, that’s correct. 

The Cuarrmman. All right. 


y 
Admiral DeneBpriInkK. We have not. 


ns 
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Phe CuatrMan. And does the agency itself have any ships? Did 
it ever have any transferred to it from any othe agency of the 
(sovernment 4 


\dmiral DENEBRINK. We operate ships, but we have no title to any 


I 
OT these ships. 
Phe Charman. Well, I am just asking you the simple quest 
Have vou had any transferred to you / 
You said vou had none transferred, that vou neither asked for not 
had any transterred to vou from the M itimie Aan trat ; that 
) ‘ { ¢ ; 
Admiral Denreprink. That correct. The answer is “No.” 
The ¢ ITAIRMAN Novy . have Vo nad anv tral ferred fo you Tro 
y other agency, from the Navy or the Army? 
\ ] ’ 


dmiral Denesprink. No; we have had no ships transferred to 
from a 


nv agency. 
Che CirarrRMAN. 
: 


Now. with reference to the operating of ships To! 


the Military Sea Transport Service. do you charter them from p. 
vate owners? 


\dnnival Denesprink. We charter some ships from private owners; 
I. 

The Crramman. All right 

\! Those ) | it ve rte iro) 1! 0 l are { 
owned by the private person from whom they are chartered ¢ 

Ldn ral DENEBRINK. | Wo «| Say they are. some ot them are 
owne holly ‘ul d Some l » owned l part SOE of the ships Wwe 
charter Trom private owners. 

The Crainman. Now, do vou « rter any at all from the Maritime 


Administrat on ana by “Vo “ I mean the Mil tary mea Th ul sporta 
tion Service ¢ 

Admiral DeNnEBRINK. Yes; we charter some ships from the Mar 
time Administration. 

The CuatrmMan. Now, you charter them, and what do you do with 
them ? Do you charter them to somebody else, those that you get 
from the Maritime Administration ? 

Admiral Denesrink. May I try and give you an answer in a 

The Cuarrman. No, just answer that question: Those that you 


charter from the Maritime Administration, do you charter those to 


ome pl Vate ce Hapany the 
Admiral Denesrink. I don’t think that is the fashion in which it 
done The Maritime Administration operating thro cy the 
Phe Cuairman. Could you answer that question first / 
Admiral Deneprink. I don’t thn [ could answer that questior 


accurately. 

Phe CuHarrmMan. Don’t you know what you do with those that you 
charter from the Maritime Administration? Don’t you know whethe 
you charter them to some private company ¢ 

Do you know that, or don’t you 4 

Admiral DeNEBRINK. I do, but you are stating it in the wrong Way, 
In my opinion, Mr. Chairman. 

The Cuairman. I know; I am not stating it the way you want it 
stated. I am just asking you a simple question: Do you charte1 
some ships from the Maritime Administration’ Could you answet! 
that “Yes” or “No” ? 

Admiral Denesrink. The answer is yes. 
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Phe Craiman. Now, with reference to those ships, do you oper 
te them yourself, or do you charter them then to some private com- 


pany again / 

Ldn ral Deneprink. We do not operate them ourselves, but the 
Ships are ypperated because the National Shipp Ing Authority 

| e CiarrMan. I will get to the National Shipping Authority, but 
I an saving you do not opel ite them yourselves s, do vou? 

\dmiral Denrprink. We do not operate them ourselves. 

The Cuamman. Then you charter the same ship that you charter 
from a Government agency for carrying this national defense ma- 
terial to whom’ Toa pr vate individual 4 


Admiral Denerrink. We don’t charter to a private individual 

1, Mr. Chairman. 

Phe CHarmman. All right, then, to whom do you charter that ship? 
Just take one sl! Ip ata time. To whom do you harter that ship? 
You surely must know. 

\dmiral Denreprin«. | certainly do 

The CHarrMan. Just tell 

Admiral Denrsrink. But I am having a difficult time answering 
youl question. L think I can clear this up by one sentence. 

Phe CHarrman. No, no, you just answer the question. ‘To whom 
do you charter, that 1s very clear. 

Admiral Denesrink. I do not charter to anyone. I don't charter. 

The CuHatrman. You don’t charter? 

Admiral DeNEBRINK. No, sir. 

The CHairnman. You do not operate it yourself ? 

Admiral Denrprink. No, si 

‘he CHAIRMAN. You don’t charter to anybody ¢ 

Admiral DENEBRINK. No, sit 

The CHAIRMAN. After it is chartered from Maritime Administra- 
tion to Military Sea Tran sport: ition Service, after it is charged to 
you, what do you do with it if you don’t operate it and don’t charter 
ta some body e Ise ? 

Admiral Denreprtnk. I think the answer is very clear to me: The 
Maritime Administration, acting through the NSA, charters these 
ships to these Government agencies, general agency— 

The CHatrman. I am just asking with reference to those that you 
charter. What do you do with them ? 

a ms NEBRINK. These Federal-owned ships which are char- 
tered by the National Shi pping Authority to these general agencies 
are charte a to them for the sole ; account of the Milit: ary Sea Trans- 
portation Service. 

The CHatrman. Then you don’t charter any from the Maritime 
\dministration. Your agency doesn’t charter any direct at all. 

Admiral Deneprink. I think the answer to that is “Yes.” we do not 
charter. 

The CuHarrmMan. Well, you gave us a different answer before. You 
don’t charter any from the Maritime Administration, is that correct ? 

Admiral Deneprink. That is correct. 

The CHairmMan. All right. The Maritime Administration turns 
over to the National Shipping Authority—is that what you call it? 

(Admiral Denesrink. That * correct, sir, the National Shipping 
Authority. 
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The CHamrMan, you go to the National Shipping 


Al thority, which is an agency established by Executive ordei is that 


f 


where you go for your ships—and you go to that agency. 
\dmiral DeNEBRINK. We 70 to that agency and ask them for sl ps. 
Phe CHairnMan. You ask them for ships # 
\dmiral DenrsrInkK. Yes. 


The CuHatnmman. You don’t sk anyone trom thi Maritime Admit 
stration, Who already has them 2 

Adm ral Dy NEBRINK, We vO TO the Nat oO Sh pping Authority, 
which isthe agency set up fol us to do busine with. 


Che CHarrmMan. Who said that? 

\dmiral Denreprink. As I understand it, by Executive ordet 

The CuHatrnman. Where do you get that authority that it was set 
ip fol you to do business with ? Che Maritime Administration 1s 
hat has been set up since 1956— 

Admiral Deneprink. That is correct, but the National Shipping 
(Authority was established yy Exec utive orde} 

The CHARMAN. Yes. 

Admiral Denrsrink. And the Military Sea Transportation Ser 
ice, when it wishes Government-owned ships, deals direct with the 
National Shipping Authority. 

The Cu AIRMAN, ‘I hen what control do you have ¢ Do you tell them 


an authority t 


that you want so many ships? 
Admiral Denesrink. We tell them that we require so many ships. 
Phe CuatrMaNn. All right. Now, do they turn the ships over to 
you! 


Admiral Deneprink. No, sir; they do not. They take the ships and 
turn them over to general agents. 

The CHAIRMAN. ‘Turn them over to a general agent‘ 

Admiral DENEBRINK. Yes, sir. 

The CuarrmMan. Then do you go to that general agent to get them / 

Admiral DENEBRINK. The general agen for 
our account. 

The Carman. Operates them for your account ‘ 

Admiral DENEBRINK. Yes, sir. 

The CHAIRMAN. So you go to three places; the Maritime Adminis 
tration charters them over to the National Shipping Auth rity, and 
the Shipping Authority gives them to a general agent at so much a 
day, and then when the other arm of the Government wants them, they 
are operated for the account of the other arm of the Government at 
whose direction 2 

With whom do you deal? Do you deal then with this general agent? 

Admiral DENEBRINK. We—the general agent is the agent oj the 
National Shipping Authority, and we issue the orders to the ship 
through the general agent. We deal with the general agent as an 
agent of the National Shipping Authority. 

The CHatrMAN. So it goes down about four steps from the Govern 
ment, who owns the ships, and you deal with an agent of an agent of 
an agent; is that right? 

Admiral DENEBRINK. Well, I deal with the general agent who is an 
agent of the National Shipping Authority. 

The CuarrMan. And then they operate the ship under your dire 
tion ¢ 


operates those ships 
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\dmiral Deneprrnx. They operate the ship under my direction. 

The CyHatrMan. Yes. Now, with reference to the cargo, is the at all 
olely national defense, war goods and ammunition, or i lot of 
other things? 

\dmiral Denrprink. Well, the Military Sea Transportation Serv- 
ce carries cargo for all the Armed Forces. On occasion we m: Ly be 
lirected to carry cargo for other Federal agencies, but I would say 
that the vast bulk of our cargo is for the Army, the Navy, and the 
Lir Force. , 

The CratrrMan. Well, with reference to all the ships operated by 

the general agent of the National SI hip yping rns who cares for 
the direction of loading and unloading such ships? 
(dmiral Denreprink. Military Sea Transportation Service issues 
- orders to the ships to go on berth at a certain time at a certarn 
port. The cargo to be lifted in that ship is allocated to it through 
our supervision, and the cargo 1s loaded into that ship by whichever 
of the — Armed Forces sponsors that cargo. 

Che CHarrMan, Then who pays for that? Does the ge "9 ral agent 

ive on direction and the payment for loading into the ship, or does 
the Military Sea Transportation pay direct, or how do they pay for 
loading the shi ip and to whom ? 

Admiral Denesrtnk. The Military Sea Transportation Service has 
no jurisdiction over the cargo until the cargo is in the hold and the 
hook of the whip has been disconnected from the cargo, so . 

The CHAIRMAN. Who has it up to that point ! 

Admiral DENEBRINK. a armed service which sponsors that cargo, 
the Army, the Sate, » Air Force. 

oe CHAIRMAN. Well. ‘oa n, do you mean to say that the Military 

Transportation has nothing to do with the loading payment ? 

"Ad lmiral Deneprink. That is correct. We do not pay for the load- 
ng of the « argo. We put th esh pon berth where it is needed, when it 
s needed, to provide the transportation “4 that cargo, 

The Cuamman. The general agent of the Maritime Administra- 
tion. he does that at your direction ? 

\dmiral DenrprinkK. Well, we order him to. 

The Cuatrrman. And then until it lifts the hook and goes, you 
don’t have anything to say up to that time. 

Admir: 11 Denesrink. That is correct. 

The CuarrmMan,. So it would be the Army, Navy, or Air Force that 
does ¥ loading and pays for the loading and stevedoring and that 
sort of hing. 

‘Admiral DeENEBRINK. rae is correct. 

The CHatrmMan. Well, then, with reference to the stevedoring of 
material for some of hie luxury air bases, you had nothing to do 
with any of that except to haul it after they put it in there ? 

\dmiral Deneprink. That is correct. We pay no stevedoring 
charges “eoph argoes in our organization. 


( 


The CHairman. In your agency do you know anything about or 
have vou heard an ythi ne about these so-called 1 ‘racketeering costs In 


the port of New York i in connection with the loading of ships? 

Admi r al Denesrink. I know anything about it? 

The Cuaiman. Have you heard anything about it? 

Admiral DENEBRINK. | have read a lot about it. Mr. Chairman, but 
I don’t know anything about it in connection with my job as com- 
mander of the Military Sea Tra sportation Service. 
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The Cuarrman. Does anybody in your organization know about it? 

Admiral Deneprink. I have received no information. and I have 
asked at my staff conferences, and I have been able to uncover no 
information which would lead me to think that I had any information 
to pass on to you in connection with this- ; 


Mr. Krogu. Mr. Chairman, would you yield to me for a moment, 
/ 


please ¢ 

The CHarrMan. Just 1 minute. 

Mr. Krogu. You mean you will yield to me for 1 minute or in 1 
minute ¢ , 

The Ciatrman. I will yield to you after I finish this question. 

In other words, you are saying that you had no information from 
unybody on your staff or otherwise with reference to any charges, 
excess charges, in connection with loading of ships. You don’t know 
mnvthing about it at all. You never heard about it. 

Admiral Deneprtnk. Oh, ves: I have read a great deal, Mr. Chair- 
man, in the paper about these charges. Because it is a shipping matter, 

is a matter of great interest to me, but I have no information, and 

have been given no information which I could say was of my inde- 
pendent origin, which I could give you to throw any light on the 
subject. 

The Cratrman. Have you done any investigation through your 
agency as to whether Government funds might be paid out in any 
kind of way—by reason of the vast amount of cargo that you ship 
and handle—have you carried on any investigation to see whether 
Government funds go into improper channels directly or indirectly 
through your operation ? 

Admiral Denesrink. Well, we have not carried on any investigation 
in that matter whatever. 

The CHarrMan. That is all. 

Mr. Keogh. 

Mr. Kerocu. Admiral, this committee was furnished by the repre- 
sentative of the National Shipping Authority with a ti abulation of the 
nonmilitary cargo that has been handled under the jurisdiction of 
that authority, and it indicated that about a little more than one-half 
of | percent of that nonmilitary cargo orignated in the port of New 
York. I wonder if you could tell us what percentage of the cargo 
that has been handled under the jurisdiction of your service originated 
in the port of New York. 

(Admiral Denrsrink. Well, I couldn’t give you that figure at this 
moment, Congressman Keogh. I do know this, if it will help you 
in consideration of this problem— 

Mr. Krocu. Excuse me 

Admiral Denesrink. About 90 percent of the cargo which we lift 
out of the port of New York is lifted out of military establishments, 
principally Army bases. 

Mr. Krocu. Where the personnel for the loading of that cargo is 
personnel of the Army installation there ? 

Admiral Denrprink. The stevedoring at the military installations 
is inevitably done under a contract arrangement with the parent 
organization, whether the Army or the Navy. 

Mr. Krocn. I tell you what I am trying to get at frankly: It seems 
that whenever anyone has something to say, 1f he can bring in the 








f New York or the port of New York: he apparently gets 
some the! ipeutic value out of it 
| would like this committee to know specifically in terms of the 
percentage of the total cargo just what we are talking about when 
k about the « by of New York. 
A I have indicated to yo i, the nonmilitary cargo originating in 


he port of New York, I think, represents 0.054, which is four 


ve ta 


Lho ndths over one ilf of | percent of ne entire nonmiltary ton 
ive handled by the National Shipping Authority, and I would lke 
record, if it is possible, and if it is not disclosing any figures that 


ld give aid and comfort to those who are not friendly with this 

country, the record of these hearu os, to show what percentage of the 

hich is handled under the Jurisdiction of your service 

originates in the port of New York, whether in the Army installation 
or not. 

Admiral Denrsrink. Well, if you will permit me, Congressman 
Keogh. to submit that for the record, I would not be able to give it 
to you accurately right here. 

Mr. Kroau. 1 mean not to press you for it now: any time at your 
convenience, Admiral. 

Thank you very much, Mr. Chairman. 


(The information is as follows: 


total cargo W 


Utilization made of the port of New York by the Military Sea Transportation 
ey ’ ; ; 


dru cargo Ju 1, 1952, to Jan. $1, 


Me rement 
tons 
otal d ca ed m the United States, outboune 9, 649,294 
2 ry carg ft oun : port of Ne Yor] 
Prooy ipport 2, 321, 617 
b) Military aid 699, 687 
( ili iid 8, 160 
I 3, 029, 464 
le ti of d cargo ed through the Yort of New York 
total outhound 
Troop support and military aid percen 31.3 
(1\ il ao i5 


Mr. Bonner. Mr. Chairman. 

The CHAIRMAN. I want to take some of these down the line that 
haven't had a chance. 

Mr. Mumma, please. 

Mr. Boykin. 

Mr. Shelley. 

Mr. Robeson. 

Mr. Ropeson. Not at this time, sir. 

Mr. Bonner. Mr. Chairman, I haven't had an opportunity to ask 
the witness a question. 

he CHarrMan. I have checked you once. 

Mr. Bonner. I haven’t asked the witness a question. 

The Cramman. Well, I know, but I am trying to give everybody 
some opportunity. I will give you an opportunity. , 

Mr. Bonner. 

Mr. Bonner. I am very much interested in your agency, and I 
don’t want to get away from the question the chairman has before 
this committee and the subject he has. 


a 
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[ ask the chairman, Are these gentlemen coming back after you 
finish this question for certain other questioning as to the operation 
of their agency ¢ 

The CHAIRMAN. This matter of operat ion will come up here again 
in connection with hearings on amendments to the Merchant Marine 
Act; but, with reference to this subject here, I have been trying to 
get some information 

Mr. Bonner. I mean, dealing with the subject that you have. It 
does get into that. If I understand correctly then, your jurisdiction 
is only ships that are under general agency. 

Admiral DeNreprink. No, sir. 

Mr. Bonner. That is what I thought. You operate the military 
transports, don’t you? 

Admiral DenrBrInK. Yes, sir. 

Mr. Bonner. The hospital ships ? 

Admiral Deneprtnk. The hospital ships are no longer under the 
Military Sea Transportation Service, although they at one time were. 

Mr. Bonner. In addition, you operate the transport service, we 
will say, of the Army and Navy? 

\dmiral Denrprink. Yes, sir. 

Mr. Bonner. Has the Air Force got into transport service ? 

Admiral Deneprink. I think I can help you there, sir. The Air 
Force operates the Military Air Transportation Service. 

Mr. Bonner. They have another transportation service ? 

Admiral Deneprink. They have a service which provides air trans- 
port. 

Mr. BONNER. You don’t have aly jul sdiction over that? 

\dmiral DenEBRINK. None whatever. 

Mr. Bonner. But you do over the Army and Navy? 

Admiral DenepRriInk. | prov ide water transportation for the Army, 
the Navy, and the Air Foree, to move all personnel and all cargoes 
for those three services worldwide. 

Mr. Bonner. In addition to utilization of ships under general 
agency, do you deal with the individual operator ¢ 

Admiral Denrprrnk. Oh, yes; we carry on a wide traffic with them. 


Mir. BONNER. You charter them or } st as any individual would ship 
via them ¢ 

Admiral Denerrink. Oh, yes: we have a great many ships which 
we deal direct with the private ship operator, and we charter them 
on two different categories, Mr. Bon Ps We « rry on what we eall 


a time charter, in which we would charter a ship. sav. for 4 months. 

Mr. Bonner. Yes; you charter him, and you pay him for handling 
cargo. ; , 

\dmiral DENEBRINK. Well, we just pay him for transporting 

Mr. Bonner. For his charge ? ' 

\dmiral Denreprink. For the ships. 

Mr. Bonner. Have you looked into his records when he submits, or 
do you contract charter, or how do you do it ? 

Admiral DeneBRINK. We enter into a contract with him 

Mr BONN] R. It is nota fixed fee: it is the usual cost of that sail rv, 
estimated cost of that sailing, isn’t it ? 

Admiral DenrepriInk. If we charter the ship for one voyage, we wil 
charter it for a lump sum to cover the cost of that voyage 
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Mr. Bonner. That is what I wanted to ask you. Now, have you 
looked into the cost, the estimated cost, of that « bartering to see if this 
ship paving anv fees that this committee has in mind now‘ 

Admiral Denensrink. I think this may help you, Mr. Bonner: When 
he submit his bills to us, we auclit the bills. We auclit his bills our 


\I B TNER. You are aware of the fact that Lisa ceneral practice, 
ho miiy dome tically but internat onally. that These padding fees are 
3 /, 


pa a You are iwere of that. aren't you! 
Admiral Denreprink. Well. I have heard a great deal about it in 


Mr. Bonner. In the shipping business, in vour knowledge of the 
Hipp o busines ~ vou ho rel n just talking about it, to be sure. 

Ad ral DENEBRINK. I have neve) 

Mr. Bonner. You know not only the American ships are paying 
this. but the foreign-flag ships ire paying It. Not only are they pres 
Ing it in American ports but they are paying it in foreign ports. Any 
operator on the stand will tell vou that it costs them around $2,000 
a day for such a ship to lay in port. 


Phey come in port, and thev have trouble with the stevedores. The 


Just slip somebody $2,500, $250, or S700, whatever it costs to turn that 

\dmiral Denesrink. No; I do not, Mr. Bonner. 

Mr. Bonner. Do you Khow whether it is a general practice ¢ 

\dmiral DenEBRINK. No: I do not know whether or not it is a 
vel eral practice. 

Mr. Bonner. Let me ask you, to get back to this: Do you advocate 
general ave ncy { 

Admiral Denreprink. Well, I don’t think that I am sufficiently ex 
perienced in the general-agency form of employment to give you a 
valid answer that should be siven much credulity. I have come to 
this assionment: I have been there 21, months. 

Mr. Bonner. How much personnel is in the MSTS? 

Admiral Denreprink. We have about 22,000 people. 

Mr. Bonner. 22,000 people? 


ship around. You know something about that, don’t you 


Admiral Denreprink. Yes. 
Mr. Bonner. Only to supervise, as I understand, movement of cargo 
after it is loaded and nothny Oo to do with— 


Admiral Deneprink. Oh, no; Tam talking about the people that 
man our sb ps. 

Mr. Bonner. That is the reason I asked. I wanted you to make 
that statement. You operate some ships yourself with your Own 
crews ¢ 

Admiral Deneprmnk. Oh, yes: we operate a large number. 

Mr. Bonner. That is just what I was getting at. You know what 
it costs to turn around one of your ships, don’t you ¢ 

Admiral Denrsprink. And we know what it costs to turn any of 
the sl Ips that are operated for us. 

Mr. Bonner. Under general agency, what is the difference? 

Admiral Denreprink. There is no difference in the cost of turn 
around, whether it be one of our ships or one of the general-agency 
ships. 


ree 


Bien 
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Mr. BonNER. It doesn’t make any difference. Does it cost you 
more to turn around a ship carrying a normal cargo than it does a 
private operator ‘ 

Admiral DeNEBRINK. Weill, the matter has never com up before. 

Mr. Bonn} R. lt is a matter that is « omnes up. Now. with eflicient 
operation in your agency, certainly it is a matter to come up. 

Admiral] DENEBRIN K. We are very much concerned about 
urnover. , 

Mr. Bonner. Have vou evel had that on one of the American flag 
ships carrying general cargo—which you carry. You carry general 
cargo ¢ 


Admiral Denesrink. Well, we operate ships and turn them around. 


quick 


We are having varying problems in various ports. Some of our 
cargo ships mioht gvoO Out to Korea, and they meh stay out there 


50 day s before we could get them turned around. 

Mr. Bonner. Yes: that is the reason I was ask he you some of 
these questions. 

Admiral Denenrink. We are very much distressed whenever 

Mr. Bonner. I read the article in the Saturday Evening Post about 
the efficiency of youl operation, and IT am proud of it, but I have 


been waiting for this opportunity. Chere are a lot « f questions and 
information— 

The Cramman. Mr. Bonner, the purpose of this hearing was gen 
eral, but I do want to go back to some of the answers he ouve me. 


Mr. Bonner. He gave me some answers— 

The Cuatrman. I am talking about this racket business, where they 
come in on it. 

In answer to my question he said he had ships from the National 
Shipping Authority. The fact is that you do charter from private 
owners, and that these private firms go over to the Maritime Admin 
istration and charter for themselves, and then you come back and 
charter from those same people. 

Admiral Deneprink. Oh, no, Mr. Chairman. I am afraid that 
we are all confused. 

The CrarrMan. There certainly is confusion, on the answers that 

ui have given, but what I mean is this: You say you know nothing 
Ae uit any illegal payments of money in connection with the operation 
of ships bec ‘ause you just ask gener al agents to clo it, so you don’t know 
what they pay, and with reference to chartering, you charter from 
private owners. Don’t you charter from private owners ? 

Admiral Denreprink. We certainly do, Mr. Chairman. 

The Cuarrman. One minute you said you didn’t, but you do. 

Admiral Denresrtnk. No, Mr. Chairman; when you were directing 
my answers along the line down to the general agency ships 

The CuarmMan. That was only one thing. 

Admiral Denrsrink. I asked to make a clarifying statement, and 
you said that you wanted me to answer your question. 

The Cuarrman. Answer the question, that 1s right. 

Admiral Denesrink. So we answered the question that had to do 
with the general agency ships. We operate a large number of ships. 
We charter ships from private operators for voyages. We charter 
ships from private operators for a period of time. We operate about 
250 ships which we have in what we call our nucleus fleet. Some of 
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them are United States ships of the United States Navy. Some of 
them are ships which we obtained when the old Army transportation 
service was amalgamated with the Navy transportation service to form 
the Military Sea Transportation Service. 

Mr. Bonner. Who are the papers for those ships under? Are they 
inde vou or some other agency of the C,overnment 4 You say they 
vere transferred, and you inherited them, and you told the chairman 
that you didn’t possess any ships. 

Adi ral Denreprink. The Navy Department is the agent of the 
Departs ent of Defense to operate those ships. the secretary of the 
Navy 

Mi BONN] r. But you are operating the ships. 

\dmiral Denrenrtnk. Tam operating the ships. 

Mi Be NNER And the ship are subject to eall by somebody else 
if you have them under your jurisdiction, out on the high sea, loaded. 
\ren’t they under your jurisdiction / 

Admiral Deneprink. They certainly are; yes, sir. 

Mr. Bonner. This is all 

The Crarrman. With reference to the operation of the ships that 
you operate that belong to the Navy, that belong to the Army, that 
belong to the Maritime Administration, those from general agency, 


those you charter yourself, with reference to any kind of operations, 
have vo done any Investigation regarding Imiproper payments ot 
hat would involve Government money in any of this in any 

nad of iway? ’ , 

Admiral Dexeprink. Well, we audit all moneys, all bills. which are 
paid tor the operat on of all of our ships w th the exception of one 
evo! We do not audit 1 moneys for the payment of bills for 
the yperation of the gveneral age) Cy ships. 

The Cramman. Do you do any investigation along with the audit- 
ng to see what is in back of it, in view of the fact of what has develop- 
ed New York on shipping? 

\dmiral Denrrrink. Well we operate the ships to move them from 
place to place. We don’t pay any stevedoring charges, Mr. Chairman. 


We pay ho Charges in connectiol with the ports. We pay for the op 
( if of the ship that 1 ves 1t from place to pla ( Wey ay for the 
fuel: we pay the pilotage fee: we pay the Panama Canal tolls or the 
» Canal tolls: we have nothing to do with the loading or the un 
Ok 7t the si ips ( C! payment of any charges for stevedoring. 

The ¢ RMAN. I don’t ask about stevedoring. I asked alone with 
reference to any kind of payments 

Ad ral DENEBRINK Well. | thir k t] at n connection with our 

iit 


‘| he ( IT AIRMAN Do vou Inve stigate bac lk « f the simple audit where 


they paid out S1.000, at d vou rot a receipt for it. VON back of it to 


\dmiral Deneprink. We have no investigative service 

The CuarrmMan, I asked if you do it. 

(dmiral DeNEBRINK. No: we do not. 

The CuatrMan. That is all. 

Mr. Srecy-Brown. Admiral, as I understand, your duties are duties 
wl | vou have issumed within the last 2 months approximately, is 


that correct ¢ 
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Admiral Deneprink. On the 20th of December. 

Mr. Seevty-Brown. I appreciate the problems that you face. I 
wonder if you would give in your own words a complete and uninter- 
rupted statement as to exac ‘tly what steps are actually followed when 
you, in your official capacity, feel that a ship owned by the Maritime 
Commission is needed for the Government service under your juris- 
diction. I hope you will give a complete statement for the record as 
to exactly what steps are followed and who owns the ship during each 
phase so we can have it for the record. 

Admiral DeENrBRINK. When the Military Sea Transportation Serv- 
ice, for one reason or another, feels that it needs a Government ship 
in its service, it goes to the National Shipping Authority and asks that 
authority for these Government ships to wnatever number is deter- 
mined. 

The National Shipping Authority has in the past—and I feel sure 
it will in the future—broken out of its reserve fleet such ships to meet 
our requirements, and they will then charter them to one of their gen- 
eral agents. 

These general agents, according to my recollection, are about 41 or 
42 in number at the present time. They are established shipping 
agents, shipowners, in some cases. So they charter this Government 
ship to this general agent with the stipulation that that ship is to be 
operated by that general agent for the account of the Military Sea 
Transporation Service. 

The ship moves in accordance with our orders which we furnish 
the general agents. They lift the cargo according to our direction. 
Then, in accordance with this : agreement which we have with the Na- 
tional Shipping Authority, when it comes time for us to pay the bill, 
we pay the bills as submitted by the general agent to the general agent. 
We screen the bills, we scan them, we don’t investigate them. We do 
not have to audit them because—and that is the one case where we do 
not audit—because we have authority from the General Accounting 
Office which says it is not necessary for us to audit the accounts of the 
general agency ships because the General Accounting Office is going 
to audit those accounts itself, so we pay the bills as they are presented. 

We are not blind in paying them. I believe that we have refused 
to pay somewhere in the neighborhood of about $300,000 in a period 
of 6 months of bills submitted, so we just don’t blindly pay all these 
bills. If there is some apparent discrepancy, we check on it. 

So the bill is paid to the general agent as the agent of the National 
Shipping Authority. 

Mr. Seety-Brown. Am I correct, sir, then, in understanding from 
your statement that that is the only transfer of funds, or that is the 
only payment of Government funds, which you, yourself, clear or your 
agency clears with the general agent ? 

Admiral DENEBRINK. Well, I think; yes. My answer to that is 
“Yes,” that is the only transfer of funds. 

The CHarrman. You don’t pay anything else outside the general 
agent-——— 

Admiral Deneprink. Oh, yes—— 

The Cuarrman. On that ship, with reference to those that you oper- 
ate that you received from the Army and Navy and everybody else. 
Who pays on those operations? Do you? 
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Admiral Deneprink. Excuse me; you are talking about general 
agency ¢ 

The Cuarrman. No; we left that. I said with reference to those 
that you got from the Army, Navy, or any place else. Except those on 
general agency, who pays out the money on those ? 

Admiral Denesrtnx. We pay out the money on those and audit 
the accounts ourselves. 

The Cruarrman. Do you investigate behind it at all, to see what is 
back of the charges? 

Admiral DeneprinK. I would say that in the process of audit, in 
which we have our auditing representatives at the ports, I would say 
that, based upon the moneys which we have recovered in connection 
with our audit, that we may say that we scrutinize audits very care- 
fully the— 

The CuarrmMan. Do you investigate back of those? 

Admiral Deneprinx. I don’t know exactly what you mean by “in- 
vestigate.” We check into the authenticity of the bills submitted —— 

The CHatrmMan. Well, that is investigation. 

Admiral Deneprtnk. Then I would say we carry on a very scrupu- 
lous cris ase 

The CrarrMan. But, $300,000 you didn’t pay. Why? Because the 
charges didn’t look right or what? 

Admiral Deneprtnk. One reason or another. There were questions 
of certain dates that were included that we didn’t think should be 
included, and so forth. They were minor matters. However, in the 
voyage charters, the time charters, the bills which we pay for our 
in-service fleet, I would say that we carry on a very meticulous inves- 
tigative procedure because we must audit those accounts ourselves. 

The Cuatrman. The in-service fleet, are those ships that you charter 
direct from private individuals? 

Admiral Deneprrn«. I used the in-service fleet in that connection 
there to indicate the United States Navy ships which we had. 

The Cuarman. All right. Ships that you charter from private 
shipping companies, not from general agency, but from private ship- 
ping companies. Do you audit and investigate back of those charges? 

Admiral Deneprink. Yes, we do, Mr. Chairman. 

The CHarmman. All right. 

Mr. Sheehan. 

Mr. Sueenan. Admiral, as you know by now, the purpose of our 
meeting here is to find out in what connection your agency may be 
connected with the so-called racketeering charges, dock charges, in 
New York City with all due deference to Mr. Keogh. 

Mr. Krogu. Will you excuse me to make this observation? I fail to 
find in any record that has been made before this or any other com- 
mittee that there are any practices indulged in in the port of New 
York that are in any way unique. I think that any practices that are 
indulged in—and I am not defending those that are wrong—are prac- 
tices, as Mr. Bonner has pointed out, that are general, general in this 
country and general throughout the world, and while we are delighted 
of course, for you always to refer to the port of New York, I do think 
fa irness you should take the position that that is not the only port 
in the worl 

ir: SHEEHAN. Mr. Keogh, with all deference to you, I quite agree 
with you, and there is no reflection on New York, but these hearings 


PORT OF NEW YORK 127 


were called because of the revelations that went on in the State of 
New York. That is my only reference to it. 

Now, your agency, you said in the testimony here, has no relation- 
ship with stevedoring at all. You pay no charges for stevedoring. 
You said 

Admiral Denrprink. I want to be meticulously correct, Mr. Shee- 
han, and so I want to make this one exception: We pay no stevedoring 
for cargo. We have nothing to do with the stevedoring charges for 
cargo. 

Mr. SueeHan. What other stevedoring charges are there ? 

Admiral Deneprink. Well—and I am being very meticulous now— 
if sup p yhies come down for the ship itse] If, and v » he ive to emp oy a 
stevedore gang to put those supplies on board, the n I must foot the 
bill for those stevedores. It isa minescule 

Mr. Surenan. That isa very small part. 

Admiral Deneprink. Very small. 


Mr. SHEEHAN. Your agency is chartering thi — ately owned ships 
the steamship Sea World and the ste: umship La : and you are pay 
ing for them at a rate of $1,750 daily for a perio ry of as many months 


as you charter them. Is that right or wrong? 

Admiral Denreprink. I don’t remember the exact names. I would 
say the rate of $1,750 a day is the current rate for our time charter 
ships; yes, sir. 

Mr. SueeHan. All right. Assuming that I am correct—I am get- 
ting my information from 1 of the bulletins here on these 2 ships— 
at this $1,750 a day, this ship is under your jurisdiction. 

Admiral Denrerink. That is correct. 

Mr. SHEEHAN. What does the owner of the ship pay for the steve 
doring charges to load those ships? Do they pay those stevedoring 
charges? 

Admiral Denrprink. No, sir. We put the ship alongside the dock, 
and the operator of the ship complies with our orders. 

Mr. SHrenan. Who pays for the stevedoring charges for loading 
that particular ship ? 

Admiral Denrsrink. I am about to come to that, sir. The person 
pays for the stevedoring of that ship who owns the cargo. If it is 
Army cargo, the Army must pay for the stevedoring charges. If the 
Navy owns the cargo, the Navy pays for the stevedoring charges. If 
the Air Force owns the cargo, the Air Force will ultimately pay for 
those stevedoring charges. 

Mr. Sueenan. Then, Mr. Chairman, it is obvious that these gentle- 
men have nothing at all to do with what we are trying to investigate 
and find out. 

Thank you. 

The CHarrmMan. One other question about the chartering. In con- 
nection with National Shipping Authority charters, I understand 
ships are chartered from Maritime Administration for Alaska at 
$150 a day, and those that are connected with Military Sea Transpor- 
tation, direct or indirect, are chartered for them at $400 a day. Have 


you checked into that as to why the difference ? 
Admiral Denrprink. Well, Mr. Chairman, those figures strike me 
cold. I will have to find—I can inquire here from my assistants. 


Those figures are not familiar. 
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Che Cramman. Let me ask you: These people that you have with 
you, do they have any idea what the Maritime gets for chartering 
from one group or mother ? 


(dmiral Wintson. We have a very eood idea. but I don’t reconcile 


igures you have just quoted with any of our ideas. 

The Cuarmman. It has been reported that those in the Alsakan 
trade are about S150 a day, and those to MSTS run about $400. I 
was wondering had you come across anything with reference to the 
Maritime Administration chartering for less to other agencies. 

Admiral Witson. I think you are speaking, Mr. Chairman, of a 
time before the National oe yping Authority was created, as you 
know, by Executive order in 1951, I believe. Before that time ‘the 
Government ships which we used at the time of the outbreak of Ko- 
rea were given fo private yperators on a bareboat charter arrange- 
ment by the Maritime Administration. 

The Cratrman. Yes. Now, that was based on a bill reported out 
of this committee and passed by the Congress that further chartering 
by the Maritime Administration, of Government ships to private 
people, there had to be a hearing and showing of necessity related to 
national defense or emerge ncy. Do you reme :mber that ? 

Admiral Wison. Yes, sir: I do. 

The Cuatrman. Now, this National Shipping Authority, to avoid 
that kind of a hearing, set up this other business, isn’t that a fact? 

Admiral Wirson. Well, I am not competent—— 

The Cuatrman. I mean, that is the way it does. In other words, 
they don’t use the law that this Congress passed regarding chartering 
ships, that there had to be some necessity shown, they don’t use 
that, isn’t that correct ? 

Admiral Wiison. They don’t use the bareboat feature of that law, 
that is correct. 

The Cuamman. Yes, which was passed by the Congress to prevent 
the Government putting out ships out of this reserve fleet. They don’t 
use that. 

Tell us about that difference then. Does that make a difference in 
the price of chartering by doing it this way instead of as provided by 
the law passed by the Congress ? 

Admiral Wirson. Well, to go on, the $400 which you mentioned 
was the—before the National Shipping Authority was created, we 
obtained these Government ships by the device known as bareboat 
chartering. 

The CratrmMan. That was under the law, which is still in effect. 

Admiral Wurson. Maritime Administration bareboat chartered 
these ships to private operators with the explicit understanding that 
they would then make them available on a time charter basis. In 
other words, there were two charter parties involved in those ships. 

The CHatrrmMan. In other words, under the law the Maritime Com- 
mission, after a hearing on showing of necessity, chartered to pri- 
vate shipping firms and then these shipping firms chartered them 
to MSTA ? 

Admiral Witson. That is correct. 

The Cuarrman. Let me ask you right then and there, why didn’t 
MSTS go in and make its own application with the Maritime Com- 
mission and charter them direct ? 











PORT OF NEW YORK 129 


Admiral Witson. Well, that would have involved a transfer of 
title of ships between Government agencies. We would have had 
to employ civil service marine personnel to operate them. It was 
a better operation to turn them over to private operators and have 
them manned with union marine labor. 

The CHatrrmMan. Then you rechartered them from private ship 


ping companies ¢ 


\dmiral Winson. That is what I started to say. There were two 
charter parties involved on any specific vessel under that arrange 
ment. Lhe private operator obtained the ship from Maritime on a 
bareboat charter, and then he executed a time charter with us. The 
t vou refer to. I think, comes out in the picture in that Way, 
it the oO} erator paid Maritime $400 a day for the bareboat charter 


SLOO tha 


of that ship. I believe that is correct. I am relying entirely on 
emory, and then the operator time chartered the ship to us. 
The CHatrMman. Then on what basis did yo pay the operator 


hen? On what basis did you pay the operator ¢ 
Admiral Witson. We paid him on a negotiated time charter rate. 
The CHarrman. Was that more than he paid Maritime Admin- 
istration ¢ 
Admiral Winson. Oh, yes, very defiintely: because it included 
all the operational costs of the ship. 
The CHatrman. What kind of a basis was it on, percentagewise ? 


Admiral Witson. No; it was a per diem basis. As I recall it, it 
was somewhere in the neighborhood of 1.6 i. «lav. which in- 
ided permitted him to recover the S40 \ ‘ n turn paid 


to Maritime. I may be wrong on tlie figure. 

The Cuainman. Those are relative figure 

Admiral Winson. This is a year and a half age ind To am 
relying strictly on memory. 

The CHAIRMAN. So as to the al fference in the charter oO nnother 
(rovernment agency and the Ala iskan charters, sn’t there any differ 

e between those two as to price ¢ 

Admiral Witson. Well, I am just guessing now, sir, but 1 think 
your $150 in regard to the Alaskan steamship line is an arrangement 
that Maritime has made with them. 

Now, there are e ‘lements in a commercial oper: ition of hat sort. of 
course, that wouldn’t come up in a military operation. Our ships are 
under an extra hazard and so on. 

Che CuarmMan. With reference to chartering to the private Op- 
erator for your use, would there be any difference or any reason for 
the difference in the amount of money for the charter ¢ 

~ niral Witson. Well, there could well be. If you bareboat charter 
for a spec ific route, you might very well arrive at a different rate than 
vou would for worldwide military service, which has a hazard involved 
and permits the ships to be employed on a worldwide basis. 

Insurance enters into it. There are many things that would prob- 
ably indicate a difference in rate. 

The Cuamman. You covered all that when you rechartered from 
the operator or whoever received the original charter. You covered 
all that in the $1,600 a day. 

Admiral Wirson. We covered all of his expenses: yes, sir. 

Mr. BONNER. Mr. Chairman, I hadn't finished. | had one question 
when vou interrupted me. 


- 1 
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Let me ask the Admiral: Are you using all available private-enter- 
prise ships, both liner and tramp, before you go ito charter? Do I 
make myself clear ? 

Admiral Denrprinx. Yes, you make yourself clear, and I am very 
happy to answer you. We give priority to shipping our cargoes in 
private ships. We use the regularly established steamship companies 
that travel on a regular route. We give them a terrific amount of 
bu iness. 

[ would say that 27 percent of the cargoes that we carried last year 
were carried in these regularly scheduled American-flag private-owned 
and operated ships. We call them berth operators, that is a trade 
term. 

Mr. Bonner. In addition to that, the tramps also? 

\dmiral Deneprink. In addition to that— 

Mr. BONNER. The direct tral Ips. 

Admiral Deneprink. The American-flag tramps. We go out and 
charter them, either on at ie basis or a voyage basis-— 

Mr. Bonner. You charter them ¢ 

Admiral Denrprinkx. And we operate them, and I would say that 


as of the moment well, I think that last year—lt seems to me that the 
} ] 


figure of 74 percent comes up as being used In—— 
Mr. Bonner. To a certain extent you are simply a freight-forward- 
Ing agency. ? 
\dmiral Denerprinx. Yes, sir, we are really an organization which 
books ships for the Army, the Navy, and the Air Force to carry their 


Mr. Bonner. Then you to some extent interfere with the private 
enterprise of freight forwarders. The business, the people who estab 
li la business as freight forwarders in the big ports, you have take 
ovel eir hetd to a certain extent. 

Admiral Deneprink. Well, I don’t think that I could agree to that, 
Mr. Bonner. I think that—— 

Mr. Bonner. I am Just asking you. 

(dmiral Denrertnx. I think that we have, on the contrary, simpli 
fied the business by being a sole agency to ship things rather than three 
agencies; that is, the Army, the Navy, and the Air Force. 

Mr. Bonner. You have a lot of agencies mixed up in your business. 

\dmiral Denrerink. We surely have. ; 

Mr. Bonner. I don’t think you have simplified it so much. I just 
can't agree W ith you on that, sir. 

Phat is all, Mr. Chairman. 

The CuHarrMan. Mr. Allen. 

Mr. Auxen of California. As I remember either the testimony or « 
conversation with Admiral Callaghan on the organization of MSTS. 
I think he mentioned that it was operating ships in three general 
classifications. One was the ships that had been in the Navy transport 
service, naval transport service, which were manned and operated by 
Navy personnel; second, the ships taken over from the Army trans- 
port service which were operated by Government civil-service em- 
ployees; and the third were ships which were operating under the 
direction or through the general agents or the recular commercial 
private operators, 

Are those three classifications correctly stated. and are vou still 
using them ? ' : 
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Admiral Deneprink. That is very correctly stated. We are st ll 
using them, and 11 addition to those three categories which you have 
so correctly stated, in addition, we time-charter American-flag private 
vessels a d operate them, and we vovage-charter American flag pri 
vate vessels, ind it those vovage charters we let the ope rator continue 
to operate them because it 1s only for one voyage, 

We don’t operate those ship 

Mr. Auten of Califorma. As I understand it, the advantage—on 


adval tavce—ot operati o through weneral agency a doi operating 
through these charters with private operators is that you keep the 
business of freight carriage at sea within the framework of the private 
enterprise that is involved: is that correct ! 

Admiral Denrprink. That is correct. That is the basis for ow 
operation, to give maximum utilization of private shipping Am« i. 


flag. 
Mr. Auten of California. When Mr. McGuire testified a few davs 


ago, he mentioned, I think, that private operators were somewhat 
reluctant to use their own ships or to take the hips from a laid-up 
fleet because of risks involved We never got a clear statement of t 

risks, as I remember, but could you or Admiral Wilson give us 2 


statement as to the type of risk which would make it possibie for a 
private operator to operate a ship for you under general agency, but 
would not be a good-business proposition for him to buy or operate 
one of his own ships. 

Admiral Witson. I don’t know of any basic difference there, Mr. 
Allen We have, of course, current now some better than 100 privately 
owned ships under charter. 

Mr. Auten of California. If a private operator sends a ship out 
and it is delayed so that there are a number of days that it lays around 
in port without being unloaded, or if it has mechanical] trouble and 
it is laid up, would it be a risk if it were under one type of charter 
that a private operator would be taking a risk which he wi uld not be 
taking under some arrangement vou make with him 4 

\dm ral WILSON. | here is an advantage to the (csovernment in the 
utilization of privately owned ships on time charter where the ship 
defau!ts for any reason for which the operator himself $ responsible 

For instance, if he can’t man his ship, if he can’t sail it on time, due 
to breakdown, any one of a number of things prevent him from ful 
filling his part of the contract, we take the s! Ip off hire, and for the 
number of days that condition exists we pay no money for the ship. 

Now, with a general agency ship, being a Government ship, 
have no alternative st ch as that. If the ship breaks down, if it mall 
for any reason, we have to continue to pay the daily charges. 

Mr. Auuen of California. Well, would that, as vou call it, advantag 


to the Government work also in the opposite direction in t 


o get a private operator to conduct the entire 
agent where he might not be willing to risk his 
own ship under charter—what was it, time character—on the same 
voyage ¢ 

Admiral WiLson. Of course he couldn't put his own ship under 
general agency, sir. 

Mr. Auten of California. I mean, taking a ship and operating it 
for Maritime as a general agent, would he not then be willing to send 


would vou be able t 
busine: sas a general 
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such a sh Pp into a foreign port far away, removed from repair facil- 
ities where he might not 


i 


want 


to send sown pl ivately owned ship ? 

Admiral Winson. Well, there would be, perhaps, differences in in- 
urance considerations, marine risks, involved. [ ean’t follow the 
rest of it. ans except that there is one thing. Admiral Denebrink 


entioned » fact that we util e berth shipping, and of course that 
shipping that sails on a regular schedule, and if those ships are de- 
layed ‘dee to the handling of military cargo, it does represent an out 
of pocket cost to the line. Bu in the case of a privately owned time 
iarter ship, we pay a per diem rate for that ship regardless of her 
mployment, and if she is delayed due to our causes, we pay for it 


invway 
Mr. Aten of California. I will be frank to say I don’t know exactly 
hat the point is I am questioning on, but when Mr. McGuire brought 
Cup, it seemed to me he left a field of uncert unty there, and IL was 
endeavoring to clear it up. 
Thank you, Mr. Chairman. 
Mr. Norsuap. Mr. Chairman. 
You sav vou do some minol I believe that is your word- employ- 
‘ tevedores is that correct £ 
Admiral DrENEBRINK. Yes. 
Mr. Norpiap. You employ a crew almost every day of the year, 
don’t you, some place, at some base? 
Admiral Dreneprink. The exact amoun 


of money that we spend 
iol Te vedores To lift aboard ship the store 


s for the use of the ship itself 
is distinct ae cargo I wouldn’t know. I wouldn’t have the figure. 
Mr. Noreiap. They also take baggage of independent. personnel 

ird when Sas ship sails . isn’t that correct ? 
\dmiral Denreprrnk. I would say- 
Mr. Norsiap. That is correct, I know that. 


\dmiral Deneprrnk. That is the shipper service. They have to 
ne the pa sengvers al a the l baggage aboard before we take the 


responsibility, and they have to put the cargo in the hold and detach 
the hook before we acce pt ge ty. 

Mr. NorRBLAD One other questi Li don’t happen to know, and 
I want to get the facts. Moving away sc 1 New York and moving to 
Brooklyn, are the stevedores there under civil service, or are they 

artered without reference to the question I asked before. 

\dmiral Deneprtn«. I would say it would be contract operation. 

Mr. Norriap. They are not under civil service ? 

\dmiral Deneprtnk. My recollection is that they would be under 
1 contract by the (Army, the Navy—— 

Mr. Norpiapb. They are not Government employees onaso much per 
month basis? 

ig ral DeNEBRINK. No. 

Mr. Norsiap. Thank you. 

Mr. Dorn of New York. Mr. Chairman. 

Admiral - NEBRINK. We have some Navy stevedores there. They 
ire unde itract, a small number of gangs. I forget. 10 or 11. — 

Mi i LEN ‘of California. You have 26 gangs for normal workload. 

il] over that are contract stevedores. 


Mr Dorn of New York. Admiral, I would like to say that besides 


t , 


r personnel. dc 


g personnel, do you have any personnel there who are non- 


evecdor) 
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civil-service who are employed in working on the various vessels from 
the sts indpoint of either equipme nt painting or re pal Iring ¢ 

Admiral DeNEpRInK. I am trying to think this through. We have 
the crews of our ships that are engaged in repairing and painting. 
Ships come into the dock and need repairs, and we will let a contract 
for our work to be done. We also have in Brooklyn a maintenance 
and repair technical unit. It is probably 150 or 200 people that are 
there for the purpose of doing e mergency ak on our ships. 

We also have one in San Francisco. 

Mr. Dorn of New York. Let us confine ourselves to Brooklyn. 
These one hundred and fifty-odd men, they are civil service? 

Admiral DENEBRINK. Yes: they are civil-service employees. 

Mr. Dorn of New York. Among those one hundred and fifty-odd 
do you have people who do painting, too ¢ 

Admiral Denreprink. Well, I would doubt that. Mr. Dorn. 

Mr. ae ot New York. What I am vetting at specifically, Ad 
miral, is that I understand that there are approximately 22 peop le 
in the Aves base who do painting and who are civil-service painters 
and who are under your command, and that they have been kept busy 
before, but since you have been in charge, they have been er: adually 
fired, and that contracts are specifically let for the work that they, as 

ivil-service employees, were doing, and I am wondering, from the 
information that I have at hand, why that is being done. 

Admiral Denreprink. Well, I will find out for you, Mr. Dorn, but 
this is news to me. I am not aware of the—lI didn’t know we had 22 
painters. 

Mr. Dor~n of New York. Don’t you think—I understand from read 
Wie this Saturday Evening Post article and other articles that Ad 
miral Callaghan ran this MSTS on a Inehly efficient basis, and as 
I get the picture, he did not let out these private painting contract 
He found the men themselves who were employed here in Brooklyi 
sufficiently capab le to do the job. 

Don’t you think, then, that it would bear investigating, whether or 
not the same high efficiency in this particular branch is being run at 
the present time? 

Admiral DENEBRINK. Well, I will certainly investigate it, Mr. Dorn 
but I am certain that the amount of painting that has to be done in 
Brooklyn—that 22 painters couldn’t start it and couldn’t finish it in 
many years. 

Mr. Dor . of New Ye rk. Thea . un idoubtedly 22 painte rs should 
be kept on the payroll there and not just be let off in favor of private 
contractors. 

Admiral Denrprinx. Well, I would have to defer replying to that 
until I knew about the facts of the case, Mr. Dorn. 

Mr. Dorn of New York. There has been a letter from my office 
to your office that is at least over 1 week old that hasn’t had the cour- 
tesy of an answer. I don’t know whether it is to your office directly, 
but it is to the MSTS with reference to this particular point, and it 
seems to me from the information I have been able to get fron 
investigating that these contracts are being let at a far greater cost 
than the individual cost of the civil-service painters in the yard, and 
that the work done by the private contractors is of a highly inferior 
grade comparatively. 
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Admiral Denesrink. May I say, Mr. Dorn, that I am not aware 
of the fact that I have a letter in my office from you, and I am apolo- 
setic that you have not received a reply at this time, and I will in- 
vestigate the matter. I will get a reply to you as expeditiously as 
possible with the preparation and assembly of the facts. ; 

Mr. Dorn of New York. I wonder, too, if you could assure me until 
the investigation is finished, Admiral, that no more firings will go 
through in this particular field. 

Admiral Dy NEBRINK. Well. this business 1s not being done from 
my headquarters. This is being done from the headquarters—if it is 
being done, and I assume it is because you say so 

Mr. Dorn of New York. From my general investigation it has been 
done. 

Admiral Denrprink. This is a matter within the cognizance of my 
subordinate in the New York area, Rear Admiral Wills, and I will 
have to take the matter up with him and find out what the facts are. 
] would not wish to assure you of some freeze order on these people 
pending my determination of the facts of the matter. I would prefer 


to he may have good reason for this. Fo: me to assure you that 


roing to stop it until further investigation might be, I 


we are just ‘ 
unk you will agree with me, incorrect. I know nothing about it. 
Mr. Dorn of New York. I want to say that I am not sure that the 
letter was directed to you. It might have been directed to Admiral 


Wills. 
Admiral Denrerink. May I say it might well 


; ; 
ome, and J might not have seen it. 


have been directed 
+ 

The Cuatrman. Does anyone have any questions here with refer- 
nee to the information we are trying to get on Improper payment 
f moneys for shipping’ Are there any other questions to this wit- 
ess [rom anyone here ¢ 

We will adjo irn subject to call 

(Whereupon, at 12: 10 p. m., the hearing adjourned subject to call.) 
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MARITIME ADMINISTRATION 
Washington, D. C., March 4, 1953 
L21-7-7 : 920 


Director, National Shipping Authority. 
STEVEDORING FOR NSA ACCOUNT ON GENERAL AGENCY SHIPS 


I refer to our recent conversation concerning the Administrator's letter of 
January 5 to the Honorable Albert Thomas, in which advice is given as to the 
Maritime Administration’s participation and interest in the hearings held in 





New York City by the State crime commission concerning graft and crime on 
the New York waterfront. 
Shortly after the investigation commenced in New York City, we set about 


reviewing all of our past general agency vessel operations to determine what, if 
any, opportunities might have existed for any of our general agents to make 
improper or unwarranted payments as to stevedore contractors in connection 
with vessels operated for our account, or otherwise to engage in irregular activi 
ties in this purticular field. 

since \pril 1952, all active NSA ships have been operated olely for the 
account of the Military Sea Transportation Service. Our agreement with 
MSTS places upon them the responsibility for the arrangement and performance 
of loading and discharge of cargoes handled by all our vessels operated for their 

ount MSTS in turn has an agreement with the Department of the Army 
whereby the Army loads and unloads its own and Air Force cargo, either 
through the use of military personnel or through Army contracts with commercial 
stevedores. 

As to cargo loaded or discharged at Navy depots or facilities, the Navy per- 
forms the stevedoring with its own civil-service personnel or utilizes private 
contractors. Our agreement with MSTS contains a provisions to the effect that 
we will arrange for stevedoring when specifically requested to do so by MSTS, 
but we know of no instance where such request has been made, except for the 
use of members of ships’ crews to discharge cargo at Labrador and Greenland 
bases where regular shoreside facilities and personnel were not available. 

So that you may be informed as to the manner in which stevedoring was per- 
formed on NSA/GAA vessels operated for other than MSTS account, which type 
of operations took place only during the period from late March 1951 through 
April 1952, there is set forth hereunder generai information as to each of the 
bulk commodities carried in appreciable volume in GAA vessels under the various 
ECA/MSA programs, and for which stevedoring or related loading, or unloading 
services were performed for the account of the NSA: 

1. Grain.—The terms and conditions governing the use of GAA vessels were 
issued by the NSA in the form of rate orders and rate authorizatiotns. These 
orders or authorizations provided that the vessel would load, trim, and bag the 
grain for vessel’s account. In this connection, tariff rates at the port of loading 
(uniform published rates) were paid where they were in effect; if not, com- 
petitive bids were called for, compared with the general agent’s commercial 
stevedore contract (if the general agent had one), and the lower of the two fig- 
ures used in awarding the contract. The estimated cost of loading, trimming 
and/or bagging was included in the applicable freight rate at the time it was 
calculated by NSA’s Traffic Division. 

The vessel paid for the aforementioned items, in addition to which it was 
necessary, in accordance with normal commercial practice, for the vessel to pay 


135 








for the cost of fittings required for the carriage of grail Contracts for fitting 
for griin cargoes were sually awarded as a result of competitive bids, unless 
ime was short, in which eve nt time and material contracts were used. 

2. Coal The NSA rate orde! d rate authorizations which governed the 
moveme ( coal provided that e vessel would load and trim the coal for 
vessel’s account The actual cost of loading and trimming was paid by the 
general agent, on behalf of the essel, to the coal facility The fee paid is 
usually a flat rate per to nd contained in a published tariff of the coal facility 
nd is uniform iano comparable facilities in the same port area. Coal loaded 

e port of Mobile wa mn exXcey to the foregoing general Condition, be 

ise our Charter party terms and mditions required the charterer to pay the 

ading and trimming cost t that port, due to a complication involving railroad 
bsorptions of portion of tl load costs 

Ore Che rate orders governing import cargoes of iron ore from Narvik 

Norway, and Monrovia, Liberia, stipulated that loading, trimming, and dis 

charging wa equire to be performed by the charterer at his own risk and 


The rate authorizations governing the movement of ore from Cochin and 
Mormagoa, India, provided that the cargo was to be discharged for vessel’s ac 
count, with the NSA paying not in excess of $1 per ton of 2,240 pounds. 

1. Lumber In late 1951 Pacif Northwest lumber shippers then faced with a 





serious shortage of interco: iunber shipping space requested the NSA to make 
general agency vessels available to then After obtaining required ICC certi 


fication and with the concurrence of the Intercoastal Steamship Freight Asso 
tion, 3 vessels were assigned to NSA berth agents holding ICC franchises and 


eastbour nter stal he ‘ ages were undertaken as follows: 
( nmer 
Pacif 
Hi ~ 
| ( | ( 
Lumber moving eastbound } historically been freighted upon a “ship’s tackle” 
basis with the vessel paying for both loading and discharging expense. This 
necessitated eithy tl St f the berth agents’ existing stevedoring contracts 
or the berth agent negotiating a separate contract for NSA’s account for ports 
not normally served by the Stevedoring was contracted for as follows: 
[ l } Eacl { e be h agents appointed was required to file his com 
me il stevedoring contract for umbe with the Pacific coast director 
After a thorough review which included an analysis of the rates, the Pacific 
coast director approved the use of the fo g stevedoring contracts: 


SS. H. H. Raymond—Luckenbach Steamship Co., Inc., Rothschild-International 
Stevedoring Co., applicable to all cargo loaded Washington ports, except Columbia 
tiver ports, and W. J. Jones & Son, Inc., applicable to Columbia River and Oregon 
coast ports rhis vessel loaded at four ports, viz, Raymond, Wash.; Westport, 
Portland, and Bradwood, Oreg 

SS. Benjamin Cheu American-Hawaiian Steamship Co., Williams, Dimond 
& Co. This vessel loaded at fou port iZ, Raymond, Was Bradwood, West 
port, and Portland, Oreg 

SS. Walker D. Hines—Isthmian Steamship Co., Rothschild-International Steve 
doring Co. applicable to all Washington ports, except Columbia Rive) ports. W.J 


Jones & Sons, In« applicable to Columbia River and Oregon coast ports 





1 at five ports, viz, Ravmond, Aberdeen, and Hoquiam, Wash., 
also Wauna and Westport, Oreg 


This vessel loade 





Discharging.—The Atlantic coast director required each berth agent to submit 
their commercial contract stevedoring rates for lumber for the ports of discharge 
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for the vessels assigned to them In the case of two berth agents their existing 
stevedoring contractor and the rate quoted was approved as follows: 





Isthmian Steamship Co. did not have an existing stevedoring contract at both 
of the ports at which the SS. Walker D. Hines was scheduled to discharge. 
Accordingly, they were directed to procure bids at both of the ports, Boston and 
Providence. A copy of these bids was then submitted, along with a résumé of 
the existing stevedoring contract that Isthmian Steamship Co. had previously 
filed, to the Atlantic coast director. After review the Atlantic coast director 
approved the use of Isthmian Steamship Co.’s existing contract with Jarka Corp. 
for the Boston portion of the cargo and approved the acceptance of the bid of 
John J. Orr & Son for the Providence portion of the cargo. In each instance 
the award was made upon the basis of the lowest cost to the Government 
5. Miscellaneous.—A limited number of full bulk cargoes of other commodities, 
such as sulfur, phosphate, coke, pitch, ete., were transported from United States 
ports by NSA vessels, but in all such cases our voyage charter terms and con- 
ditions required the charterers to arrange and pay for all stevedoring involved. 

It will be observed from the foregoing that as to all NSA vessel operations 
for military account, past and present, arrangement of and payment for steve 
doring services was and is the function and responsibility of one of the service 
departments, ordinarily the Army; as to nonmilitary voyages made in the past 
by NSA vessels, only very limited stevedoring activities were handled by our 
general agents for our account, and such as were performed in this manner were 
under the direction and control of our own area directors and port representa- 
tives in the field. There accordingly existed very little opportunity for illegal 
or improper activities or payments in the field on the part of our general agents, 
and we have had no indication whatever of any such happening in connection 
with our NSA vessel operations. 

C. H. McGuire, 
Director, National Shipping Authority. 
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APPENDIX II 


Shipping companies appointed as general agents for National Shipping Authority 


Number of 





Number of privately 
ships owned 
“ ; ships at 
f Mar. 28 date of 
1952 appoint- 
ment 
Ma ) 4 : } ( ; 9 
Ma oR ) Alcoa Stear ip Co It 0 16 
Mar. 19, 19 American Export Line 30 
Ma Al I an For 4 
Mar n-Haw ( 4 
Mar ’ An nM Lin 9 
Mar. 28.1951 | American President 1 17 
Jun s Arrow SS. ¢ 8 
Ma B R hild ¢ , 2 
J ‘ Bl is ( 0 s 
N ) B yj G ' A o¢ 0 l 
4 Bull & (¢ A.H 2 x) 
Jul ) Bu k & ( A | s 1 1 
Oct ( nberlin & ( Ww. I { ( 
Apr ( Lir 4 2 
M 9 Dict Wricl & ‘ 
Jt { East SS. Lit 3 
Ma ) k Lir 1 f 
J ' S ( 0 
A 2 23 
A I S. 0 4 
M ) l ( 0 | 
M Lyk Br ( ¢ 4 
A M D ( & 
M M ( 8 4 14 
Apr } M Me I { ( 
Ma s y X ( 
Jur ) ( 
M ( : 1 
Sx ( S ( 
M ( 2 4 
Al ( 
4 : 
J ( 2 
4 - 
M I ( 4 47 
UO \ « 
‘ 1 a 9 ‘ 
) £- ¢ s 1 ] 
} » I 
Tota { 14 
‘ pal stockholders of Orion had majority interest 


Shipping companies that made application for appointment as general agents for 
national shipping authority but to date have not been appointed 


American Pacific Steamship Co 
Amerocean SS. Co., In« 

Atlantic & Great Lakes Steamship Corp 
Burns Steamsh p Co 

Clifton Steamship Corp 

Dolphin Steamship Corp 

East Harbor Trading Corp 

Edison Steamship Corp 

Gulf & South American Steamship Co., Inc 
Isbrandtsen Co., In¢ 
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James W. Elwell & Co., Inc. 

Joshua Hendy Corp. 

Keystone Shipping Co. 

Marine Transport Lines, Inc. 

Mathiasen’s Tanker Industries, In¢ 

Maine Steamship Corp. 

Ocean Transportation Co., Inc 

Ocean Tow, Inc. 

an Oceanic Navigation Corp 

Pittston Marine Corp. 

Seatrade Corp. of Delaware 

Seatraders, Ine 

Seven Seas Steamship Corp 

Shipenter Lines, Inc. 

Sudden & Christenson 

Sword Line, Inc. 

The New England Industries, In« 

Trinidad Corp. 

Victory Carriers, Inc. 

William J. Rountree Co., Inc. 

World-Wide Tankers, Inc. 

Policy of assignment of ships to general agents—national shipping authority 
One of the prime requisites to general agency appointment was the ownership 

und operation of United States flag tonnage, and each of the companies ap 

pointed did own and operate at least one vessel under United States registry, 

either in its own corporate name or in that of a related company All appli 

cants were advised that preference would be given to owners of American flag 

vessels and they were also informed that we could give no assurance of the 

assignment of vessels to any individual company, despite the fact that the com 

pany might meet all of the necessary requirements. The argument was often 

advanced that we should allocate vessels to general agents on a pro rata basis, 


according to the number of American flag vessels owned and ope rated Such 
a policy was not adopted for the reason that to do so would tend to concentrate 
an exceedingly large part of our vessel operations in the hands of a relatively 
limited number of companies normally engaged only in berth or liner services 
Then, too, it did not necessarily follow that a large company engaged in a 
multiplicity of operations with its own private fleet could at the same time give 
better care and attention to the operation of an additional group of vessels fot 


Government account than could be given by a capable and efficient smaller com 
pany whose principal activity was general agency operations That is not to 
say that we did not make a substantial number of allocations to the larger 
owner-operators, since the Opposite 1s the case, a reflected in the attached 
statemen 

It was also our policy, insofar as it could be reasonable done, to assign ships 
to the general agents in such manner that the preexisting ratio of union em 
ployment afloat would be maintained In other words, we did not feel that 
one union group should be allowed to unduly increase its membership at the 
expense of another through the allocation of general agency ships. However, 
in the actual implementation of this policy, we were confronted with many 
practical difficulties. Some of the larger and well established liner companies 
declined additional general agency assignments; others from time to time de 
clined assignments because the reactivation work was to be done in areas 
too far distant from the headquarters; still others did not want to take vessels 
at particular periods of time. 

General agency appointments were given only to companies having, in the 
judgment of a staff committee named to consider such matters, a staff of operat 
ing and other personnel able to handle efficiently a reasonable number of yves- 
sels operating for Government account in addition to their own ships, and 
all were of course required to meet certain minimum financial standards and 
to post a performance bond. 

In summary, it may be stated that our policy of assignment of vessels to 
general agents gave full consideration to an equitable distribution between 
agents, based on their capacity and willingness in each case to handle additional 
vessels at a given time, equitable distribution between various unions, the area of 
employment as related to the headquarters of the general agents, and many 
other individual factors. 
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\PPENDIx IV 


j l bulk nonmilitary cargoes transported from United States ports in general 
agen exsels ope ated for account of the National SI] pping {uthority for 
} iod from Mar. 18, 1951, to Mar. 1, 1953 


) I l total 
lift 
Q RD 0.16 
0 is0 4 


Q } OR ono 
8 178, 60 %. 70 
7, 133, 684 52.80 





714, 824 5. 30 
19, 5t 4 
0 WO 6 
{ 0, 738 51 
461 04 
ys 219, 898 1. 62 
| K R 5 721 70 
‘ 9, 700 5. 67 
X 8 19 4. 58 
S44 184 6. 29 
I 1, 65 
’ { &, 94 12 27 
” x » 9 tt ) ) y » He & 943)] 36. LRT 100. 00 
r ‘ to 
” tary cargo transported from United States ports in National Shipping 
{yt} tu general agen vessels for period Mar. 1 1951, through Jan. 31, 1953 
A 
, Percent 
al 
( g 0 
0 
s § 
a“) 
. g 
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APPENDIX \ 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Washington 25, D. C., March 31, 1953 
Hon. ALVIN F. WEICHEL, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

DeAR Mr. WEICHEL: During the hearing held by your committee on March 5, 
Congressman Bonner requested that we develop and furnish certain information 
th respect to operating costs and voyage turnaround times of genera iv con 
parable operations performed by shipping companies with their own vessels and 


with general agency ships 


l‘irst, let me say that we greatly regret the appreciable delay in supplying the 
requested information, which has been occasioned in considerable measure by the 
fact that we could develop only an exceedingly Limite picture of comparable 
turnaround time and vessel expense for directly similar voyages, and accord- 


izly felt that in order to be able to submit to your co ittee a more complete 
picture of relative operating costs for privately owned and Government vessels 
operated by the same companies, we should endeavor to secure more detailed 
data regarding such operations over a reasonable period of time 

As to the specific comparison we were asked to furnish—that of turnaround 
time and costs for privately owned and general agency vessels operated by the 
sume companies on the same types of voyages at the same periods of time, we 





have been able to develop only eight directly compara voyages, details with 
respect to which are shown on the attached exhibits I} to I inclusive. This is 
hecause of the fact that the only general kind of service in which we could 
hope to find directly comparable voyages was that of the bulk coal trade, in which 
we operated a large number of general agency vessels during the period from 
March 1951 until April of the following year With respect to each agent 


company which operated our Liberty ships in such service during that period of 


time, and which owned 1 or more vessels of the same type, we determined by 
nquiry of each company the individual vages made with their own vessels 
that were directly comparable with ours as to time and «is to loading and dis- 
charge areas, which are the 8&8 voyages covered by the exhibits mentioned. This 
may be further explained by stating that most of the privately owned vessels of 
the companies which operated general agency ships for our account were engaged 


n other types of operation not direct] 


y our ships 


So that a fuller measure of information as to comparable operating costs could 


y comparable with those being performed 


e furnished you we requested all of our general agent companies wh 
operating their own Liberty- or Victory-type ships in services comp: 
those performed by our general agency ships, i. e., bulk full cargo voyages for 


rable to 





ECA account or time charter employment for account of the Military Sea Trans 
portation Service, to furnish us with their vessel operating cost data for periods 
f time most directly comparable with our general agency activities The cost 
data received from these agent companies and that developed from our own 
ecords with respect to the general agency vessels are covered in exhibit J 
ttached hereto. As information, the cost data shown on this exhibit for the 
Liberty-type vessels relate to voyages terminated during the first 6 months of 
1952, since at that time our general agency operations were mainly performed 








with that type of vessel However, as to the Victory these relate to voyages 


terminated during the last half of 1952, by which time most general agency 





} tions were being conducted with that type of ship 
se various exhibits speak for th iselves, but it appears appropriate t 
point out that clear and complete comparisons in connection with operations of 


this nature are very difficult to arrive at, unless directly comparable operations 


period of time. Many 





f the two kinds can be followed over a rel 
individual factors have had their effect on the figures shown in these exhibits, 
such as the very short periods of operation of some of these general agency ships, 
time-consuming Government competitive bid requirements, crew shortages having 
greater effect on the Government than on the private vessels, etc Although the 
summarized figures indicate a lower daily vessel operating cost for the Govern 
ment ships than for the private vessels, it is only fair to say that this of course 
loes not reflect a completely true picture, inasmuch as Government operation as 
compared with efticient private operatior nevit IN nvolves greater expense, 











eve erage d st of operation may on the surface appear to be 
ower for the Government ships 

We again express our regrets at the delay in furnishing you with this infor 
mati hope th it W be f terest to the committee and satisfactory for 
our purposes A copv of tl etter and its enclosures are being sent directly 
to Sressina Donne ind we De pole sed to Tu sh anv additional copie 
’ ce ( r other members of the committee 


THos. FE. STAKEM, Jr 
For W. Clark, Deputy Maritime Administrator) 


EXHIpit A Recap tlation of Erhibits B to I. inclusive 


A 

I s { S ; { ¥ 
( 
i ~ 
I S 2 814.78 
} g 478 R29 4 844. 08 1.79 

‘ } 194, 94 
H 44 7 

R f 


GENERAL COM MI RELATIS rO EXHIBITS B TO I, INCLUSIVE 


All of the vessels involved in these exhibits are standard Liberty types, and 


t h of m au g@ tie eC! . é Inve ed \ s gaged in the transportatiol 
‘ uk ce rzoes 

It she be noted that these exhibits list only OSS( or direct operating 
ex} ind it fizure re give for overhead, depreciation, or othe 
capital el ges, or for bunkers and port charges As to the overhead and depre 
ciation s, these uld vary widely as between individual owners, while 

er items of bunkers ar port charges, the measure of these depends 
‘ ! { particul vag volved. In the case of the general agency 
Vesse n the case of the pm tely owned ships, these items have beer 
on oO as to permit the desired direct comparison of vessel expenses. 

There are many factors which have an effect on the vessel operating costs for 
individual voyages which make it exceedingly difficult to arrive at true and 
adirect co parisons and an accurate estimate in this regard could probably he 
yvained o1 by a ating costs for Similar vessels engaged 
n simil ypes ¢ Iv long periods of time This is par 
ticularly highligh iance in repair costs for the individual 





ges shown on the attached exhibits 
Total wage costs as set forth in item 4 of each exhibit are substantially com 
alt} 











parable, although individual components making up the total figures show some 
variance In a measure, this results from differences in bookkeeping methods 
involved private operations as against those stipulated for use under general 
gency operatio Additiona increases and changes in overtime pro 
visior which became effective f ferent unions at various times during the 


periods of operation involved in these exhibits make difficult an entirely exact 
comparison of this item unless the two vessels involved in the comparison were 


on voyages during the exact same period of time, In this category of total wages, 


the pr ite owner’s costs include certain amounts for unen plovment ompensa 
tion insurance which are not applicable to general agency ships 
It w he noted that although protection and indemnity insurance costs are 


shown for both private and genera vessels, since this type of insurance 


is placed commercially for NSA operated ships, there is no cost figure shown 








for hu ‘ hinery imsur: oe I onnec on with the general agency ships, 
because hie I nent acts as se isurel ainst these risks. Since the 
private owner's commercially placed hull and mae hinery insurance covers an 
uppreciable pa of his vessel repair costs, particularly those relating to repairs 
occasioned by heavy weather, groundings, and other casualties, a direct and 

mplete cost Compariso f the combined insurable and noninsurable risks for 
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Exninir B Ouner/general agent P dential Nte . ( rp 
\ Re 
I 
| I 
R 
} ) 
{ \ 
( { ® 
1 
: h > $.44 SO¢ 


REMARKS 
is to be noted that the GAA vessel required 10 days additional turnaround 


ti than that reflected by the privately owned vessel The extra time is ac- 





‘ tv «til 
‘ ed for because the GAA lost 3 days awaiting completion of crew and 4 
ys aWaiting berth. Taking the total of 7 days into account, the GAA voyage 
would have then been made in 41 days which would be considered normal 
Item (6) It is indicated that the GAA expense for stores, ete.. is approxi 
mately double that of the privately owned vessel. In this instance the high cos 


of the GAA came about because that particular ship was commencing her first 
vovage after reactivation, which involved complete storing of the vessel, whereas 


the privately owned vessel was an operating vessel and only required restoring 
supplies consumed during the previous voyage. 
Item (8) The reason for the relatively modest amount of repairs for the 


GAA vessel can be explained by the fact that the vessel was completing her first 
voyage after reactivation, wherein few, if any, repair items were required 


ExHIBIT C Owner/general agent T. J. Stevenson & Co.. Inc 





J S Wate 
I \ 
' ; j I i 
Returnec United Sta 1 \ 
I \ 0 { | 
I 
ile é 8 
Wa S bit s S44 i 
\\ llowa . <é/ { 
| ( nsumed C9 B58 $2 632.8 

( plic and equipme $4,196.73 4,247.52 

Ma $4 $48 
8. Repa $9 $1 1K 

Insu hul i machiners | ¥4 w4 
1 I r | ct i el y £1.84 G9 ONE 
j I 1 ther | $520.7 
12. Other v el expel } $2,0 4.7¢ $154 2 
l il { p clud wa } $90,406.99 $30,4 
14, Aver per da is $1,229.44 $849.15. 
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REMARKS 


It is to be noted that the turnaround time for the GAA vessel is greater than 
ie comparison reflected by the privately owned vessel. This can be explained 


. he reason that the GAA vessel was detained 5 days while awaiting avail- 
ibilitv of loading bert! 
Exuinit D.—Owner/general agent A. H. Bull & Co., Inc 
e ( ! I 
Robert Lansing 1 
\ ton Roads, Va 
Newport News, Va 
51-A ) A 151-Sept. 20, 1951 
5 ’ oi 
$3 405 74 
4. Av e pe 
REMARKS 
Item 6 reflects a greater cost for s es, supplies, and equipment for the GAA 
vessel, which is explained by reason of this being a first voyage after reactiva- 


tion requiring full storing, whereas the privately owned vessel was an operating 


replacement of stores consumed on the previous voyage. 





| y 
Iter ‘ eason for the relatively modest amount of repairs for the GAA 
vessel can be explained by the fact that the vessel was completing her first voyage 
after reactivation, wherein few, if any, repair items were required 
I I ] 0 nt P tial Ste hip Corp 
{ ra y i 
| en 
) J y 2¢ 1951 
e179 { 
24 g 
‘ €74] 
4 t 2.393 40 
6.11 
A i 11 
¢ ) 
pense 4,220.93 
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REMARKS 


It is to be noted the privately owned vessel in this exhibit utilized a greater 
number of days than did the GAA vessel under comparison. By way of explana- 
tion, the owner has advised that the time required to effect voyage repairs was 
in excess of normal expectations. 

It is also to be noted that under item (8) the general agency vessel required 
no voyage repairs. 








Exursir | Owner/general agent A. H. Bull & Co., Inc 
¢ Vv | 1 Joseph A. I 
Loading } Newport N Norfolk 
) ire rt Rotter Rotter 
} { t State rt New York A p r b \ 
] ig Oct, 28, 1951 ) ) 
| rour 41 | 
\ g $1 WM , ) 
\ $ 48.8 $4.18 
¢ $97 764.8 
I { 1 % s 
] p t $. SY “ 
1 ei { 
g R 8 ). 336.04 
ra I I ry $ ; 
pense $ 1.34 
S48 | $ 844.08 
REMARKS 
It to be noted that the GAA vessel used 6 more days in turnaround time than 
that reflected by the privately owned vessel In this instance, the GAA vessel 
ved at loading port from previous voyage and commenced loading immedi 
ately Vessel was detained 8 days repairing after completing loading and prio! 
to sailing Vessel also lost 3 additional days due to adverse weather on the 


westbound voyage 
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The voyage turna ind time in the case of each of the vessels here listed re 
flects certain delays In the case of the privately owned vessel, 4 days were 
lost awaiting availability of bert! The general agency vessel was delayed 7 
da ( t tward voyage due to severe weather and mechanical difficulties, 
and requ vuut 5 days longer to return to Mobile instead of a North Atlantic 
] I ohtempia i 

Ite 8) reflects a much greater repair cost for the GAA vessel than the pri 

‘ ed ship. This greater expense was caused by heavy weather damag« 
experi d during the outward voyage 


Ex! II Owner/gen Lagent Blidberg Rothchild Co.. Ine 





‘ \f : 

] 
l iW 
t Ya 
4 8 
} x 4 
“aA ¢ 
REMARKS 

It w e noted that the tota ovagce davs for the GAA vess¢ exceeded the 
total y ve d s of the privately operated vessel by 16 This difference in 
voyage time w due to the fact that the sailing of the GAA vessel was delayed 
6 days waiting the completion of crew, and 3 additional days because of an 
existing tugboat strike. The vessel was further delayed 5 days due to adverse 


weather conditions experienced on the westbound leg of the voyage. Deducting 


I 
the time lost on account of these unavoidable delays would have resulted in a 
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kxuipsir | Owner, general agent Boise Griffis LJEncies 


REMARKS 


It will be noted that the voyage of the privately owned vessel was 48 days as 
ompared with 41 days for the GAA vessel It has been reported that the 
privately owned vessel used 6 days for extensive repairs as set forth in item 8 
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H \ ] \ I 
('] } ( ) if / md | hey 
He ful | j J) ¢ 
I) Mr. W i Du 9 ‘ rse of the hearings before your committee 
March 10. 19 Congressma Sheel <ked me. in substance, whether the 
Gove ‘ sg y lose ne i“ or another through the delay which 
: rred ng the ngs of vessel operators subsidized 
ler the Merchant Marine Act, 195¢ imended. Following my reply that the 
( ‘ { ‘ ny n the payment of operating-differential 
lv due 1 is delay, Mr. Shee} irther asked whether it might fail to 
ect because of the 3-vear statute of limitations applicable to 
I ( I d } that I did not know whether the 3-year tatute of 
} ! f ible Lit he subsidized operators prior to the time 
wl ‘ final subsidy pa ents ¢ e conclusively dete ned after expira- 
ecan re “il I that connection I ited 1 general 
‘ ‘ e t returns are open for a f the rie itil the recap 
ded } \dded t] [ WAS Ss] king only from hearsay, and 
( nd I is for the committee 
I ( ( hat e ti returns f the subsidized line ire still open 
nd the 3-ve tatute of I ations, on the basis of my assumption 
he subsidize perators had filed waivers or consents or 
ed er rangements h the Bureau of Internal Revenue under 
ich the 5-vear statute would not t ipplicable either to additional assessments 
1inst, or « us f refunds by, the lines in respect of prior vears. I have 
hecked infor ly th presentatives of the Bureau of Internal Revenue to 
fy t uuption and Tam now ad ed that in all ses where the Bureau 
elieve ad be to the Government, it has obtained such con 
ts oO! ange ents fro. i subsidized operators to protect its interests 
I should also add that the audits of income-tax returns by the Bureau of 
Internal Revenue are conducted b staff independently of the audits made 
by the Maritime Administration except as they may from time to time ask for 
our assistance or cooperation Their audit and check of income-tax returns is 


thus made without regard to and is in nowise dependent upon the audit by the 
Maritime Administration of the final accountings submitted by the subsidized 
operators. The principal relationship between our final subsidy determinations 
ind the amount of subsidy payable (after recapture) and the collection of income 
taxes arises, as I understand it, not as a result of our audits but rather as a 
result of the determination by the Federal Maritime Board of the final and defini- 
ive subsidy rates applicable to the years in question. Thus, if the subsidy pay- 
able as finally adjusted on the basis of the final subsidy rates is larger than that 
shown as an accrual on the income-tax returns of the line in question, its income- 
tax liability might be increased. I am informed that any additional tax lia- 
bility which thus results from the Board’s subsequent determination of the final 
subsidy rates and payment of the adjusted subsidy would be assessable against 
the operator. — If, on the other hand, the final subsidy rate results in a reduction 
of the amount of subsidy payable to an amount less than that previously accrued 
on the tax return of the line for the year in question, the line would, at least 
under some circumstances, have a claim for refund for taxes overpaid. Accord- 
ingly, it is still my opinion that the existing delay in cleaning up our inherited 
backlog of uncompleted audits of final accountings of subsidized operators will 
not of itself result in any loss of income tax otherwise due to the Government. 

I trust that this letter adequately covers the questions raised during last 
luesday’s hearings 

Sincerely yours, 
FRANCIS T. GREENE, 
General Counsel. 
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\PPENDIX VII 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 


Hon. ALVIN F. WEICHEI 
House of Representatives, Washington 25, D. ¢ 


Dear Mr. WeIcHEL: In response to the request of Congressman Timothy P 
Sheehan during the hearings before the House Merchant Marine and F‘sheries 
Committee, held on March 10, 1953, there is attached certain material wi h respect 
to the submission and certification of accountings by operators ho neg 


ederal Maritime Board 


operating-differential subsidy agreements with the | 


»! 


The material being furnished is listed as follows 


Photostatic copies of the independent public accountants’ certifications of 





l \ & ( ( 
I s ( 
H \ l 
P "i ( ( I 
T 
The delay in furnishing the account ( ms Was occasioned by the 
fact that these certificates had 1 we Obtained f our three district offles 
New York, New Orleans, and San Francisco—where the l gs We tiled 
It is trusted this material is eSPons ive oM sneehauns requ 
sincerely yours 
| W. CLARK 
}) Me tin 4 } t 
j \\ : sz & Co 
\ ( ( I He It l 
PINI( ( I S 
UNITED STATES DEPARTMI or Ce LER \i ! ADMINIS ATI 
Washington 25, D. ¢ 
In our opinion (except for the matters me ned e f Wing paragrap 
as to which we are unable to ex] san oy Ol s tin the statements 
listed on the accompanying inde W h rele the 0 counting Lvke 
Bro steamship Co., Inc., (1) have beer roperly prepared in accordance with 
General Order 74 of the Fed Maritime Board, Ma ‘ lini t! 
Department of Commer nd weordar vith the terms and conditions of 
the extended operating-ditferential subsid igreement d d December 29, 1949 
nd with the applicable ordet ule egulatio and instructions sued « 
adopted by the Maritime Administration, and (2) present fairly the proper 
determinations of the “capital necessarily employed the busines rf tl | 
sidized vessels and services incident theret¢ the amounts of deposits required 
to be made in the capital reserve fund and the special reserve fund, and 
amount of excess profits subject to recapture by the Maritime Administrat 
pursuant to the provisions of the extended operating-differential subsidy agree 


ment for the period from January 1 to December 381, 1950. No effect ha 
been given in this accounting to adjustments recorded subsequent to closing of the 
books as at December 31, 1950, which affect periods prior to that date 

We are unable to express an opinion this time as to the effect on the ac 
companying statements of the following matters which are mentioned in the 





accompanying general notes: (1) The final settlement of litigation resulting fron 
the Texas City disaster, (2) final determination of the amount of operating 
differential subsidy and relative reserve fund and recapture adjustments, (3) 
possible disapproval by the Maritime Administration of voluntary deposits ir 
the capital reserve fund for the years 1949 and 1950, with the resulting effect 











Fed ! ‘ q ed dep $) the ‘ itions to be 
\] rie \ =f espect [ he ni sion of certain as 
; ‘ snrilv ¢ 1 ved ear 1950, and (5) adjustments of 
I i ncome ‘ for the ve ] t gh 1949 resulting from examina- 
the t; returns fi 1 for hexs ‘ Ss re] ed pol n 1951 by the 
I ] Intern he l 
‘ tion of su it el vas ide in accordance with generally 
ecepted diting standards ma wed : pro dures which we considered 
nec ary in the circumstances ec t from the United States Maritime Ad- 
ministr ti n a eT n tl rove ment igencies Wel tt confirmed but 
Ww ive satisfied ou \ i ( es by means of other auditing pro 
edures Our exan tion of ‘ ements Cluded examination of the un 
erlving bool int d re ds for the year ended December 51, 1950, 
nd an examir ion of the balance sheet at December 31, 1949. In addition, we 
ve reviewed s ficant ems I led in prior years applicable to or having 
rir pon such statements 
Price, WATERHOUSE & Co 
\ 1 R 
rhe I »or D oO MIss P SHIPPING ¢ I 
\ Orleam I 
} ‘ } eo) t of f its neces 
‘ ) j i I earnings of Miss DI Shipping Co., 
ling the e figures wl we diary, Delta Line, 
I ‘ ‘ f Dee er 51, 1949, and 
December 31 m0 n me sh f i 1950 and supportir tatements 
he ee! pared vy lat o the requ nents of its 
sub ‘ eement } MCUC—6: 5, dated April 5, 1950, 
ence to G irders N 51, 71 d 74 « the Maritime 
\ [ on D i 4 f Our ¢ mination was 
} ‘ ‘ litin oO 


t i puta 

lize ‘ : of the lose of 

nting p d (1s ber 31, 1947) fe e purpose of deter- 

ng mount of deposit to be re ner of that date in the special reserve 
] r} tatements referred to ab reflect appropriate application of “‘090 
istme and } r-y el ‘ 1 cred Oo surplus account to June 30, 


rhe accounts receivable, Ma e Administration, are subject to final audit 
d approva vy the Adm tratio! nd have not been confirmed to us by the 
Administration other than with respect to the amounts of subsidy payments made 
to the company Included in tl ‘ ints receivable are the uncollected por 
ons of subsidy for the years 1948, 1949, and 1950, as to which the rates of 


lv f he year 1948 are subject review and adjustment by the Adminis 
ation; the ites for the years 1949 ar 1950 have not yet been established, the 
ubsidy accruals for these 2 years having been predicated upon the rates tenta 
vely established f the year 1948 Also included in these accounts is an 
mount of $588,513.45, representing construction-differential subsidy on C-1 
vessel betterments, which has beer mputed by the company on the basis of 

subsidy rates furnished by the Administration 


Approval by the Maritime Administration has heen requested for the inclusion 
of the applicable figures of the wholly owned subsidiary, Delta Line, Ine., as 
nd of other floating equipment and other physical assets of 

( 


Mississippi Shipping Co., Inc., employed in the subsidized operations, but such 


eferred to above 





approval has not been received. 

The Federal and Louisiana income-tax returns of the company have been 
examined by the respective taxing authorities to December 31, 1945, and all 
assessments to that date have been paid. With respect to the Federal income-tax 
returns filed for the years subsequent to 1945, (a) vessel depreciation for the year 
1946 is predicated on cost less estimated residual value, that for the year 1947 





PORT OF NEW YORK 155 
is predicated on cost, and that for the years 1948 to 1950, inclusive, is predicated 
on statutory sales price in terms of the Merchant Ship Sales Act, 1946, plus 
subsequent additions and betterments at cost and a net amount of $1,389,305.09 ; 
however, a ruling of the Commissioner of Internal Revenue effective March 8, 
it46, restricts the depreciation hase for Federa neome-tax purposes to the 
tatutory sales price plus additior i! betterments ess estimated residual 
value (the net amount of $1,589,305.09 represents charter hire, trade-in allowance, 
interest, and related income and protits ta idjustments which were required 
to be made in order to obtain under the Merchant Ship Sales Act, 1946, a 
reduction from the purchase cost to the statutory sales price—it should be 

ited that, for the purposes of computing dey ts in the statutory reserve funds 
and recapture pro ts, Vessel aepreciatl on thi een appropriately based upon 
statutory sales price plus additions and betterments less estimated residual 


value); (0) the Federal tax liability for the years 1{46 to 1950, inclusive, will 
affected (decreased) by income and expense items approximating a net amount 


$285,000 known as “ODO adjustments is a Ss ents of this nature, which 





to tax returns not prescribed by the limitation provision of the internal 





revenue code, are not reflected in the tax returns filed; (¢) the Federal income-tax 
liability for the year 1950 as indicated by the accompanying statement is $30, 





737.58 in excess of that indicated by the tax return filed. which as stated above 
s to be adjusted with respect to depreciation and other unsettled matters 
rhe 1 amount of additional Federal income-tax applicable to (a), /), and (ce) 
bove and other issues not here mentioned essed, will approximate $250,000 
for which provision has not been made in the a { 
Carried on the balance sheet with ( rie sand acer | ( receiv 
able is Federal income tax fo1 he vear 1948 ($272.240.58) refundable to the 
pany on the basis of a redetermina n of capita ect rily employed in 
subsidized operations as set fort in General Order No, 71 of the Maritime 
\dministration, re ition of which will be deferred pending settlement of the 
essel deprecia I d other 1 el eferre \ ( 
he t ‘ ix for tl 1950 as reflecte n the accom 
pal - stateme t ix ) ( S114.500.48 he Il 1 
ible withdraw ( e year from the deposits in the special 





In our opinion, subject to the exception indicated in the first parag 


raph hereof 





ind to the qualifications and explanations in the five preceding paragrapl the 
accompanying statement of allocati if capital nec rily employed and distri- 
bution of net earnings and relat accompanying statements have been prepared 
in accordance with the terms of the oper: ig erentia ibsidy agreement and 
with the applicable orders, rules, regulations, and instructions issued by the 
Maritime Administration and present fair the d nation of capital neces- 
sarily employed by Mississippi Shipping ¢ Inc., in the operation of its subsidized 
‘ é the amounts of the deposits require to he ‘ the capital and special 


reserve funds, and 


the amount of prot o recapture by the Maritime 
Administration for the calendar year 1050 


PreaAT, MARWICK, MITCHELL & Co. 
NEW ORLEANS, LA., December 28, 1951 


CE, WATERHOUSE & Co., 
New York, January 21, 1952 


OPINION OF INDEPENDENT PUBLIK A( OUNTANTS 


DEPARTMENT OF COMMERCE, MARITIME ADMINISTRATION, 
New York, N.Y 

In our opinion (except for the matters mentioned in the following paragraphs 
as to which we are unable to express an opinion), the statement listed in the 
accompanying index which comprise the 1950 accounting for Seas Shipping Co., 
Inc, (1) have been prepared properly in accordance with General Order 74 of 
the Maritime Administration, the terms and conditions of the extended operat- 
ing-differential subsidy agreement No. MCc—62432 executed January 6, 1950, 
and the applicable orders, rules, regulations, and instructions issued prior to 
June 26, 1951, by the Maritime Administration and (2) present fairly, for the 
period from January 1, 1950, to December 31, 1950, the proper determinations 
of the “capital necessarily employed,” the amounts of deposits required to be 
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made in the capital reserve fund and in the special reserve fund, and the amount 
of excess profits subject to recapture by the Maritime Administration, pursuant 
to the provisions of the extended operating-differential subsidy agreement. Effect 
has been give in this accounting to adjustments recorded in the books during 
the period January 1 through June 30, 1951, which affect periods prior to that 
date 


We are unable to express an opinion at this time as to the effect on the accom 








panyving statements of the following matters which are mentioned in the accom 
panying general notes: (1) fin etermination of the amounts of operating 
differential subsidy for the years 1948, 1949, and 1950, (2) final settlement of 
lit irising freim disputed reconversion costs of certain vessels, (3) deter 
mination of the cost of these and other ve of the related reserves for 
depre on for the purpose of usion as “capital necessarily employed” and 
the resultant effect upon require deposits in the capital reserve fund, ar 
(4) adjustments of Federal income taxes resulting from the determination of 
the above itters 
Our examination of the accompanying statements was made in accordance wit} 
generally accepted auditing standards and accordingly included such test 0 
the nderlying books of account and re rds al such other auditing procedures 
as we considered necessary in the circumstances, Accounts receivable, including 
those from the Maritime Administration, were not confirmed but we have satis 
fic oO lves as to these accounts by other auditing procedures 
PRICE, WATERHOUSE & CO 
GEN Norrs to A Aor ING UNDER ExTrENDED OPERATING-DYFFEREN- 
Si Dy AGR : REQ D BY HE MARITIME ADMINISTRATION PUR 
AD 0 | ERAL OrpdeER 71 FOR THE Perrop JANUARY 1 TO DECEMBER 31, 1950 
During the ye 150, the « pany executed a contract with the United States 
NI t e Cs ! : covering nerating-differential subsidy, as provided in 
the Merchant Marine Act, 1936 amended, for cargo-vessel operations for the 
period January 1, 1947, to December 31, 1957. The rates set forth in the agree 
ment are subject to final determination by the Maritime Administration Ac 
cordingly, subsidy receivable for the vears 1948 to 1950 has been accrued, and 
shown in the attached financial statements, on the basis of rates which con pany 
offi Ss es te will be received with respect to the vari« sses of operating 
expenses eligible for subsidy A summary of the amounts accrued follows 
RR { ’ 
+ s | 
t { 
A ‘ 
i 1,491.1 1® 


The amounts accrued are subject to final determination of rates for the various 
classes of operating expenses and audit of the details of such expenses by the 
Maritime Administration 

In accordance with the terms of the agreement, the current recapture period 
of 10 years commenced on October 15, 1948. On the basis of accountings filed 
by the company for the years 1948 and 1949 there was no recapture liability or 
required deposit in the special reserve fund for these years. The accompanying 
accounting for the year 1950 is subject to adjustments, if any, which may be 
made upon review by the Maritime Administration of the accountings for 1948 
and 1949 
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r the prior recapture period (January 
1, 1987, to October 14, 1948) has been repaid to the Government as recapture 
profits. 


The entire amount of subsidy received for 


NOTI 

No provision has been made in the a panvil statements for possible lia 
lity in connection with a suit for $4,500,000 representing disputed reconversion 
osts of three vessels purchased by the company Accordingly, the iounts at 
which the vessels are included in the balance sheets and the computation of 
capital necessarily employed” are subject to adjustment upon final settle it 
t the tigatior In addition, certain minor adjustments to the book amounts 
ind accumulated reserves for deprecia 1 he other vessels have not been 
made by the company but are to be made in subsequent accountings. Deprecia 
on of vessels for the vear 1950 as shown in the income statement has been pr 





vided on the basis of book amounts of the vessels, less residual value pursuant to 
General Order No. 24, as amended. 

The required deposit of $2,110,466 as at December 31, 1950, as shown in the 
accompanying financial statements, represents accumulated depreciation deposit 
able in the capital reserve fund, based upon the book amounts of the vessels as 
indicated in the preceding paragt 






aph Such accrued deposits are subject to 
adjustment upon final determination of acquisition cost plus additions thereto 


NOTH 


Federal income-tax returns for the vears 1949 to 1950 have not yet been exam 
ined by the Bureau of Internal Revenue. The company’s liability with respect 
to these years may be affected by the unsettled matters mentioned in the preced 
ing paragraphs 

NOTE 4 


In accordance with the company’s procedures, cash disbursements for several 
months subsequent to the year end applicable to operations of the preceding vear 
re recorded as of December 31 of that vear. Accordingly, in the balance sheets 
is at December 31, 1949, and December 31, 1950, the amounts of cash, and cor 
respondingly the amounts of accounts payable, are understated by approximately 
$585,000 and $364,000, respectively Except for crews’ wages, unpaid expenses 
of unterminated voyages as at December 31, 1949, and December 31, 1950, have 
not been accrued, 


Hoop & STRONG 


nk ( 
OPINION OF INDEP! ) ( ED PURLIC ACCOUN 
We have examined the stateme comprisil the accounting annexed hereto 
and have found the statements to have been prepared by the operator in aecord 
ince with the terms and conditions of the operating-differential subsidy agree 
ment, dated January 26, 1949, and with the applicable orders, rules, regulations, 


and instructions issued or adopted by the Maritime Administration. Our exam 
nation of the statements included examination of the underlying books of ac 
count and records for the period from January 1, 1950, to December 31, 1950 

Our examination was made in accordance with generally accepted auditing 
standards and included all procedures which we consider necessary in the 
circumstances, With the exception that we did not confirm accounts receivable 
by direct correspondence 

The amount shown as receivable from the United States Maritime Admin 
stration under the terms of the operating-differential subsidy agreement consists 
of the computed net subsidy accrued on wages for the years 1949 and 1950 
but based upon the subsidy percentage established for the year 1940, the 1950 
rate not having been established; also, no accrual has been included for subsidy 
on items other than wages, in respect to which rates have yet to be established 

In our opinion, subject to the exceptions stated in the foregoing paragraph 
relating to accounts receivable, the annexed statements fairly present the proper 
determination of the “capital necessarily employed in the business” of the 


subsidized vessels and services incident thereto, pursuant to the provisions f 
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ve ‘e unable to express an opinion, and subject to the comment 

wi ¢ ect t the n dat y dey t r the vear 1951 contained in note 8 of 
x general 1 e teme! listed in the accompanying index 

which « prise the 1951 accouting r Seas Shipping Co., Inc. (1) have been pre 


pared properly in accordance with General Order 74 of the Maritime Adminis- 

tration, the terms and conditions of the Extended Operating-Differential Subsidy ; 

Acreement N MCc-62482 executed January 6, 1950, and the applicable orders, | 
; 


} 
Y 
\ } SS ce ae 
In our opinion, except for the rs mentioned in the following paragraph, 
: 


rules, regulations, and instructions issued by the Maritime Administration and 


‘ { 


(2) present fairly. or the per od from January 1, 1951, to December 81, 1951. the 
proper determinations of the “capital necessarily employed,” the amounts of 
deposits required to be made in the capital reserve fund and in the special re 
serve fund, and the amount of excess profits subject to recapture by the Mari- 
time Administration, pursuant to the provisions of the extended operating- 
differential subsidy agreement Except for certain material adjustments, effect : 
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has not been given in this accountin » adjustments recorded subsequent to the 


closing of the books at December 381, 1951, which affect periods prior to that date, 


We are unable to express an opini at this ti as tot ‘ Oo e accom 
panying statements of the tollowing matter ire me ned ir le ( 
panying general notes: (1) The fir dete I of the s of operat 
ditfer tial subsidy for the vears 1949, 1950, and 1951 2) the final settle n 
in May 1952 of litigation arising trom dispute reconversion costs of certain 
vessels, (3) determination of the cost of these and othe essels an 
related reserves for depreciation fe the pur} e of in : has “capital ne ~ 
sarily emploved” and the resultant eff ipon required de} its in the capi 
reserve fund, and (4) adjustments of Federal income taxes resulting from the 
dete ation of the above matters 

Our examination of the accompany! ateme was made il cordance wit 
rene Cce ed auditing standal nd ill incl of the 

nde ng books of account and records and such other auditing procedures as 
we considered necessary in the circumstanes At nts receivable, including 
those from the Maritime Administration, were not confirmed it we have 
satisfied ourselves as to these accou ts Vy ornel tudil I | ceUu re 

P WATERHOUSE & Co 





\ it Ist I 
ANT TO GENERAL ORDER 74 1 HE PeKiop J 1 to DECEM 31, 1951 
I) the ear 1! ed i the 1 ted States 
Marit e Con sion ig i l | pre ded ji he 
M« I Marine Ac ed, I g ssel ope tions tor the per l 
Janual I 1947 0 7 | ie agre n 
are to final de Mari ( Since f ] 
rece t bee cig t 1 ‘ Ss \ I ( abl ( thie 
ye s 40 1951 1 nd Ss! n financial stat 
ments, on the ba f pany officials estimate will be received with 
respect to the various classes of operating expenses eligible for subsidy A sum 
mary of the amounts accrued follows 
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The amounts accrued for the years 1949 through 1951 are subject to final deter- 
mination of rates for the various classes of operating expenses and audit of the 
details of such expenses by the Maritime Administration, 

In accordance with the terms of the agreement, the current recapture period 
of 10 years commenced on October 15, 1948. The accompanying accounting for 
the vear 1951 shows excess profits in the amount of $1,351,406.24 for the current 
year required to be deposited in the special reserve fund. On the basis of ac- 
countings filed by the company for the years 1948 through 1950 there was no 
recapture liability at December 31, 1951. The accompanying accounting is sub 
ject to adjustments, if any, which may be made upon review by the Maritime 
Administration of the accountings for 1948 through 1950, 
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‘iat f vessels for the year 1951 

i | on the basis of book amounts 

residu lue ] li to General Order No, 24, as amended. 
$1,133,088.04 required to be made in the capital reserve fund 

ber 31, 1951, as shown in the accompanying financial statements, 
ts accumulated depre¢ table in the fund, based upon the book 


f the vessels as dicat preceding paragrap! Such accrued 
bject to adjustment upon final determination of acquisition cost 


made in the special reserve fund as 
the accompanying financial statements, repre- 


v 1951, ¢ ( puted in the accompanying 

ing, depositable in accordance with the subsidy contract and section 607 
Merchant Marine Act, 193 lt e computation of such excess earn- 
has been taken as a credit for Federal income taxes the amount of the 
licable to subsidized earnings, as shown in the return filed by the com- 
| vear 1951. This tax was computed on the basis of a mandatory 
the year of $1,191,878 and not the amount as determined in the accom- 
counting Had the tax liability and the mandatory deposit been 

on a related basis, the tax « l would approximate $630,000 and 
ings required to be deposited would amount to approximately 
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compan liability with 
matters mentioned in the 
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